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PATENT  AND  TRADEMARK  OFFICE 
AUTHORIZATION  ACT  OF  1994 


THURSDAY,  JUNE  23,  1994 

House  of  Representatives, 
Subcommittee  on  Intellectual  Property 

and  Judicial  Administration, 
Committee  on  the  Judiciary, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:10  a.m.,  in  room 
2237,  Rayburn  House  Office  Building,  Hon.  William  J.  Hughes 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  William  J.  Hughes,  Don  Edwards,  Car- 
los J.  Moorhead,  Howard  Coble,  and  F.  James  Sensenbrenner,  Jr. 

Also  present:  Hayden  Gregory,  counsel,  Jarilyn  Dupont,  assistant 
counsel;  Veronica  Eligan,  secretary;  and  Thomas  Mooney,  minority 
counsel. 

OPENING  STATEMENT  OF  CHAIRMAN  HUGHES 

Mr.  Hughes.  The  Subcommittee  on  Intellectual  Property  and  Ju- 
dicial Administration  will  come  to  order. 

Good  morning  and  welcome  to  today's  hearing.  Today  .we  are  con- 
sidering H.R.  4608,  the  Patent  and  Trademark  Authorization  Act 
of  1994.  This  bill  was  introduced  by  Mr.  Moorhead  and  myself  on 
June  21  of  this  year. 

The  bill  authorizes  appropriations  for  the  Patent  and  Trademark 
Office  for  fiscal  year  1995  and  addresses  the  important  issue  of 
work  force  reductions.  The  Patent  and  Trademark  Office  remains 
a  critical  gateway  for  the  development  and  progress  of  America's 
economic  growth.  Without  a  productive  and  quality  system  for  ex- 
amining patents  and  trademarks,  our  country  would  suffer  im- 
measurable harm  to  its  creative  enterprises.  The  PTO  must  be  able 
to  respond  to  the  demand  for  the  services  it  offers  to  the  public.  Re- 
ductions in  PTO's  work  force  will  make  it  difficult,  if  not  impos- 
sible, for  the  agency  to  meet  the  increases  in  applications  it  faces 
each  year.  H.R.  4608  addresses  that  problem  by  exempting  the 
PTO  from  work  force  reductions. 

Let  me  stress  that  since  the  PTO  is  totally  fee  funded,  there  is 
no  impact  on  the  deficit  nor  is  there  increased  costs  to  the  agency. 
In  fact,  it  will  save  money  for  the  PTO  and  serve  the  best  interests 
of  the  public. 

This  hearing  also  is  an  opportunity  to  review  in  more  detail  the 
operations  and  functions  of  the  Patent  and  Trademark  Office.  In 
the  last  session,  we  decided  that  this  subcommittee  would  spend 

(1) 


some  time  on  a  review  of  the  Patent  and  Trademark  Office,  par- 
ticularly since  we  had  a  new  Commissioner  take  office. 

The  Commissioner  of  Patents  and  Trademarks  has  now  been  in 
office  for  almost  a  year.  He  has  had  a  chance  to  implement  some 
structural  and  operational  changes  which  we  will  hear  about  today 
and  which  we  can  begin  to  evaluate.  There  are  several  issues  con- 
fronting the  PTO  which  have  been  raised  over  the  past  year  by 
businesses,  the  intellectual  property  community,  and  the  public.  I 
look  forward  to  hearing  how  they  have  been  dealt  with  by  the  Com- 
missioner. 

[The  bill,  H.R.  4608,  follows:] 


103l)  CONGRESS 
2d  Session 


H.  R.  4608 


To  authorize  appropriations  for  the  Patent  and  Trademark  Office  in  the 
Department  of  Commerce  for  fiscal  year  1995,  and  for  other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

June  21,  1994 

Mr.  HUGHES  (for  himself  and  Mr.  Moorhead)  introduced  the  following  bill; 

which  was  referred  to  the  Committee  on  the  Judiciary 


A  BILL 

To  authorize  appropriations  for  the  Patent  and  Trademark 
Office  in  the  Department  of  Commerce  for  fiscal  year 
1995,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Patent  and  Trademark 

5  Office  Authorization  Act  of  1994". 

6  SEC.  2.  AUTHORIZATION  OF  AMOUNTS  AVAILABLE  TO  THE 

PATENT  AND  TRADEMARK  OFFICE. 

8  There  is  authorized  to  be  appropriated  to  the  Patent 

9  and  Trademark  Office  for  Salaries  and  necessary  expenses 
10   the  sum  of  $107,000,000  for  fiscal  year  1995,  to  be  de- 


1  rived  from  deposits  in  the  Patent  and  Trademark  Office 

2  Fee  Surcharge  Fund  established  under  section  10101  of 

3  the    Omnibus    Budget    Reconciliation   Act    of   1990    (35 

4  U.S.C.  note). 

5  SEC.  3.  AMOUNTS  AUTHORIZED  TO  BE  CARRIED  OVER. 

6  Amounts  appropriated  or  made  available  pursuant  to 

7  this  Act  shall  remain  available  until  expended. 

8  SEC.  4.  EMPLOYMENT  LEVEL  IN  PATENT  AND  TRADEMARK 

9  OFFICE. 

10  Section  3  of  title  35,  United  States  Code,  is  amended 

1 1  by  adding  at  the  end  the  following  new  subsection: 

12  "(f)(1)  During  the  5-year  period  beginning  on  Octo- 

13  ber  1,  1994,  no  reductions  may  be  made  in  the  number 

14  of  full-time  equivalent  employees  of  the  Patent  and  Trade- 

15  mark  Office,  except  to  the  extent  that — 

16  "(A)  a  law  is  enacted  that  requires  reductions 

17  in  personnel  or  positions  specifically  in  the  Patent 

18  and  Trademark  Office,  or 

19  "(B)  the  Commissioner  determines  that  a  re- 

20  duction  in  the  number  of  full-time  equivalents  is  in 

21  the  best  interests  of  the  Patent  and  Trademark  Of- 

22  fice  and  the  public. 

23  "(2)  During  the  5-year  period  referred  to  in  para- 

24  graph  (1),  any  law  imposing  a  restriction  on  hiring  by  ex- 

25  ecutive  agencies,  or  requiring  reductions  in  force  in  execu- 


1  tive  agencies,  for  the  purpose  of  achieving  reductions  in 

2  the  Federal  work  force  shall  not  apply  to  the  Patent  and 

3  Trademark  Office. 

4  "(3)  A  law  may  not  be  construed  as  suspending  or 

5  modifying  this  subsection,  except  to  the  extent  such  law 

6  specifically  refers  to  or  amends  this  subsection.". 

o 


Mr.  Hughes.  I  recognize  the  gentleman  from  California. 
Mr.  MOORHEAD.  Thank  you,  Mr.  Chairman. 

I  would  like  to  commend  you  for  scheduling  these  hearings  and 
for  your  continued  leadership  in  this  important  area.  We  have 
struggled  with  the  Budget  Reconciliation  Act  since  its  inception  in 
1990.  Not  only  did  that  act  force  a  69-percent  increase  in  fees  paid 
by  the  user  of  the  PTO,  but  it  also  converted  that  Office  into  an 
agency  which  is  now  100  percent  user-fee  funded.  However,  what 
really  concerns  me  is  that  some  of  the  fees  collected  from  patent 
applicants  are  not  being  used  to  support  the  examination  and  issu- 
ance of  patent  applications.  To  date,  the  Appropriations  Committee 
has  withheld  over  $50  million  dollars  in  user  fees.  To  the  best  of 
my  knowledge,  this  money  was  withheld  so  that  it  could  be  appro- 
priated to  other  programs  that  were  of  a  higher  priority  to  the  Ap- 
propriations Committee. 

The  chairman  and  I  have  strongly  objected  to  this  process. 
Maybe  we  can  write  something  into  this  legislation  before  us  today 
that  would  prevent  this  from  happening.  Another  issue  that  I  have 
some  concern  about  goes  back  to  what  this  subcommittee  did  in 
1984  when  we  processed  the  Drug  Price  Competition  and  Patent 
Term  Restoration  Act  of  1984.  In  order  to  pass  that  act,  we  had  to 
agree  to  reverse  Roche  v.  Bolar,  which  held  that  there  could  be  no 
testing  of  a  drug  by  a  competitor  until  that  drug's  patent  expired. 
To  modify  the  reversal  of  that  decision  I  offered  an  amendment  at 
full  committee  to  limit  such  testing  to  the  last  year  of  the  patent's 
life.  That  amendment  did  not  pass  and  I  believe  we  are  now  seeing 
some  abuse  of  that  act  by  generic  drug  companies  and  others  who 
start  testing  these  patents,  sometime  in  the  marketplace  as  much 
as  10  years  before  the  patent  expires.  And  the  courts  are  permit- 
ting it. 

Mr.  Chairman,  I  do  not  intend  to  take  the  time  of  the  sub- 
committee or  the  Commissioner  this  morning  by  asking  questions 
on  these  issues,  but  I  would  like  to  submit  questions  to  the  Com- 
missioner for  a  later  response,  if  I  may? 
Thank  you. 

Mr.  Hughes.  I  thank  the  gentleman. 

The  witness  today  is  the  Assistant  Secretary  of  Commerce  and 
Commissioner  of  Patents  and  Trademarks,  Bruce  Lehman.  Bruce 
Lehman  has  been  Commissioner  since  August  1993. 

Prior  to  his  confirmation,  Bruce  Lehman  was  a  partner  in  the 
law  firm  of  Swidler  &  Berlin.  In  that  capacity,  he  represented  a 
number  of  clients  in  matters  involving  intellectual  property  law  is- 
sues and  worked  closely  with  the  subcommittee. 

He  has  served  as  a  member  of  the  Advisory  Committee  on  Intel- 
lectual Property  of  the  Department  of  State  and  has  been  a  mem- 
ber of  the  U.S.  delegations  to  diplomatic  meetings  and  conferences 
in  the  field  of  intellectual  property. 

Mr.  Lehman  is  no  stranger  to  this  subcommittee  having  been 
chief  counsel  to  the  subcommittee  for  9  years.  He  graduated  from 
the  University  of  Wisconsin  in  1967  and  from  the  University  of 
Wisconsin  School  of  Law  in  1970. 

Welcome,  to  the  Subcommittee  on  Intellectual  Property  and  Judi- 
cial Administration. 


We  have  your  statement  which,  without  objection,  will  be  made 
a  part  of  the  record  and  you  may  proceed  as  you  see  fit. 
Welcome. 

STATEMENT  OF  BRUCE  A.  LEHMAN,  ASSISTANT  SECRETARY 
OF  COMMERCE  AND  COMMISSIONER  OF  PATENTS  AND 
TRADEMARKS,  PATENT  AND  TRADEMARK  OFFICE,  U.S. 
DEPARTMENT  OF  COMMERCE 

Mr.  LEHMAN.  Thank  you,  Mr.  Chairman  and  Mr.  Moorhead. 

It  is  a  pleasure  to  be  here.  For  a  lot  of  people,  it  would  be  scary 
to  go  to  an  authorization  hearing.  Maybe  I  should  be  scared,  but 
I  feel  like  I  am  coming  home.  So,  it  is  a  pleasurable  experience. 

I  know  that  we  ought  have  the  same  objectives,  so  this  is  a  good 
opportunity  to  review  the  current  status  of  the  Patent  and  Trade- 
mark Office — where  we  have  been  and  where  we  are  going — so  that 
we  can  continue  the  collaborative  efforts  that  the  Congress  and 
Patent  and  Trademark  Office  have  had  for  many  years  to  provide 
better  service  to  probably  the  most  important  source  of  progress  for 
America.  That  is  our  country's  inventors  and  creators. 

First,  I  would  like  to  review  my  statement  orally  with  you  and 
submit  the  written  statement  for  the  record,  and  highlight  some  of 
the  points  that  are  important. 

I  would  like  to  start  out  with  a  big  picture  as  we  move  into  the 
21st  century.  The  physical  resources  we  all  know  of  America  are 
diminishing.  In  fact,  there  has  been  a  tremendous  shift  in  public 
policy.  We  are  having  fights  in  the  natural  resources  community, 
for  example,  over  whether  we  should  start  restricting  access  to  nat- 
ural resources  so  that  we  can  conserve  them  rather  than  trying  to 
make  them  more  available.  We  have  been  revisiting  mining  laws 
and  things  of  that  type.  We  will  see  more  of  that  because  our  coun- 
try is  growing  larger  in  number  of  people,  and  manifest  destiny  is 
over.  There  is  no  place  to  go  and  now  it  is  time  to  start  conserving 
physical  and  natural  resources. 

What  is  going  to  keep  America  prosperous?  It  is  going  to  be  cre- 
ations of  human  mind  and  those  creations  are  made  commercially 
viable  and  commercially  valuable  by  our  Nation's  intellectual  prop- 
erty system. 

Without  the  patent  or  trademark  or  copyright  protection,  those 
creators  have  nothing  that  they  can  put  into  commerce  and  use  to 
make  a  business.  In  effect,  they  don't  have  any  wealth.  The  cre- 
ation of  wealth  is  something  we  are  vitally  concerned  about,  and 
certainly  the  President  is  very  concerned  about  it. 

So,  we  have  been  taking  a  very  close  look  at  what  we  are  doing 
in  the  Patent  and  Trademark  Office  to  make  certain  that,  as  much 
as  possible,  we  can  provide  a  system  which  encourages  the  full  use 
and  full  exploitation  of  the  inexhaustible  resource  of  the  human 
mind.  In  a  lot  of  ways,  a  lot  of  our  work  is  very  simple.  There  are 
a  lot  of  Federal  agencies.  For  instance,  in  EPA,  there  are  policy  de- 
cisions that  have  to  be  made  that  are  not  only  difficult  on  a  policy 
level,  but  on  a  technical  level. 

Our  work  is  very  simple.  We  just  need  to  do  a  good  job  of  exam- 
ining and  issuing  patents  and  examining  and  registering  trade- 
marks. Of  the  5,000  people  who  work  at  the  Patent  and  Trademark 
Office,  all  but  a  handful  are  involved  in  doing  just  that.  So,  my 
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number  one  mission  when  I  came  into  Office  as  the  Commissioner 
of  Patents  and  Trademarks  was  to  take  a  look  at  how  we  were  han- 
dling that  task. 

We  are  doing  reasonably  well  based  on  past  experience,  I  must 
say.  One  of  the  reasons  we  are  doing  well  is  because  the  Congress 
has  provided  us  in  the  past  the  tools  that  we  need  to  do  well.  Over 
a  decade  ago  when  Congress  provided  us  with  a  more  appropriate 
funding  mechanism  that  is,  permitting  us  to  be  funded  by  our  user- 
fee  revenues.  They  provided  the  financial  stability  the  Office  need- 
ed to  grow  with  the  increasing  number  of  applications,  and  they 
have  seen  an  extraordinary  increase  in  applications  over  the  last 
10  years.  This  is  good  because  it  means  innovation  is  increasing. 

A  lot  of  that  is  foreign  innovation,  but  there  is  American  innova- 
tion as  well.  We  have  been  able  to  double  the  size  of  the  examining 
corps  in  10  years.  Without  that,  we  wouldn't  have  a  viable  patent 
and  trademark  system. 

Often  we  get  mad  at  one  another  in  Washington  for  the  mistakes 
we  make,  but  sometimes  we  do  things  right.  In  providing  the  Office 
with  a  stable  financial  background  and  resources,  we  have  done 
something  very  right.  That  doesn't  mean  that  we  are  operating  at 
optimum  peak  efficiency  either.  In  fact,  we  have  see  serious  prob- 
lems in  the  Patent  and  Trademark  Office. 

I  set  about  identifying  them  when  I  came  into  office.  My  primary 
means  for  doing  that  was  to  talk  to  our  customers,  the  people  who 
use  our  services.  What  I  found  was  that  there  was  concern  about 
the  quality  of  our  products,  particularly,  on  the  patent  side,  the 
quality  of  the  patents  that  we  were  issuing.  We  had  done  a  good 
job  in  terms  of  moving  the  paper,  getting  the  patents  out  in  a  fairly 
timely  manner,  but  there  were  a  lot  of  complaints  that  the  patents 
that  we  issued,  the  examinations  that  we  conducted,  may  not  have 
been  as  thorough  as  they  should  have  been. 

There  have  been  a  couple  of  well-publicized  cases  where  we  had 
to  eat  crow  and  reexamine  some  patents,  because  we  hadn't  found 
in  the  initial  examination  all  of  the  prior  art  that  we  should  have 
found.  Well,  there  is  an  institutional  reason  why  we  had  not  found 
that  prior  art  in  that  and  other  cases.  It  was  because  the  Patent 
and  Trademark  Office  has  used  as  its  primary  criteria  or  judging 
its  success  and  competence  of  its  employees  one  criteria  only.  That 
is  the  amount  of  papers  that  you  pushed  out— the  amount  of  first 
actions,  the  amount  of  patents  issued,  et  cetera.  It  would  be  a  little 
like  you  were  a  car  company,  if  you  were  Ford  Motor  Co.,  and  you 
judged  all  your  employees  by  the  number  of  cars  that  came  off  the 
assembly  line.  But  you  didn't  pay  attention  to  whether  a  car 
missed  an  axle  or  wouldn't  run  when  it  got  off  the  assembly  line. 

We  didn't  look  at  whether  our  product  was  viable.  That  is  very 
important,  because  I  like  to  think  that  we  are  going  to  issue  pat- 
ents that  people  can  take  to  the  bank  and  not  to  the  courthouse. 
As  you  know,  our  courts  certainly  don't  need  unneeded  intellectual 
property  litigation.  Furthermore,  the  whole  purpose  of  stimulating 
growth  in  a  high-tech  economy  is  not  served  unless  you  have  solid 
patents  that  can  serve  their  purpose,  and  retain  the  investor  fi- 
nancing needed  to  develop  the  invention. 


So  we  have  been  concentrating  on  improving  quality,  and  that  is 
going  to  require  that  we  provide  our  patent  examiners  and  man- 
agers with  different  criteria  for  success. 

It  is  very  easy  to  just  judge  people  by  the  numbers.  It  is  a  little 
more  difficult  to  judge  people  on  the  basis  of  quality.  Well,  to  deter- 
mine what  those  benchmarks  of  quality  should  be,  we  have  been 
going  in  a  much  more  formal  and  systemized  way  than  I  did  when 
I  first  got  on  the  job. 

We  have  been  going  to  our  customers  and  we  have  started  a  se- 
ries of  focus  groups  and  we  have  now  had  quite  a  few  of  them.  We 
are  starting  where  we  pick  customers  at  random  and  invite  them 
into  the  Patent  and  Trademark  Office.  They  spend  a  day  with  us 
and  we  go  over  all  aspects  of  the  operation  and  find  out  what  they 
think  we  could  do  better  at,  from  answering  the  telephone  prompt- 
ly and  being  more  polite  to  serious  issues  that  involve  procedures 
for  examination. 

We  are  going  to  improve  quality  and  we  are  going  to  have  some- 
thing other  than  just  an  operation  that  runs  on  the  basis  of  num- 
bers. We  are  operating  pretty  much  at  full  throttle  right  now.  Our 
patent  examiners  aren't  sitting  on  their  rear  ends.  We  are  working 
hard,  and  that  means  that  we  are  going  to  have  to  provide  even 
more  resources  to  the  examining  corps  rather  than  less. 

I  am  convinced  that  we  can  do  that  without  increasing  fees  or 
asking  the  public  for  more  money  other  than  the  periodic  cost-of- 
living  increase  to  which  we  are  entitled.  This  year  our  appropria- 
tions request  includes  a  CPI  increase,  although  we  forewent  that 
last  year. 

We  can  provide  more  resources  to  the  examining  corps  if  we  have 
all  of  the  resources  that  fee  payers  are  paying  for.  That  is  why 
Congressman  Moorhead's  concerns  in  his  opening  statement  are  so 
critical.  We  really  need  all  of  that  money.  We  also  can  do  a  better 
job  deciding  what  is  important  in  the  Patent  and  Trademark  Office 
and  shift  resources  internally  to  what  is  important. 

Now  we  are,  for  example,  spending  roughly  $100  million  a  year 
and  have  been  for  some  period  of  time  on  automation.  Automation 
is  very  important  because  automation  ultimately  can  and  should  be 
able  to  enable  us  to  save  money,  in  certain  areas,  that  we  can  shift 
into  the  examination  function. 

I  am  not  sure  that  that  really  has  been  the  case  though,  the  way 
automation  has  played  out  over  the  last  decade  or  so.  So,  I  have 
undertaken  a  major  review  of  that  function  and  we  have  already 
come  to  preliminary  decisions. 

We  are  going  to  abandon  certain  programs  that  we  had  to  pro- 
vide instant  access  on  an  earlier  basis  to  our  data  base  to  every- 
body in  the  world,  and  shift  those  funds  into  the  examination  func- 
tion. That  doesn't  mean  we  are  going  to  abandon  the  process  of 
automating  patent  dissemination  to  the  rest  of  the  world,  but  we 
have  to  put  first  things  first. 

We  need  to  issue  quality  patents  and  that  is  the  philosophy  that 
we  are  following.  In  trying  to  accomplish  that,  we  have  to  have  a 
change,  I  think,  in  culture  at  the  Patent  and  Trademark  Office. 
That  means  a  change  in  culture  from  an  old-time,  old-style  bu- 
reaucracy where  you  are  more  concerned  with  the  process  than  you 
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are  with  the  product  to  one  where  your  real  concern  is  putting  out 
a  quality  product. 

In  this  sense,  we  are  part  of  an  administration-wide  effort.  We 
have  all  heard  about  the  President's  attempts  to  reinvent  govern- 
ment, and  that  is  exactly  what  we  are  doing  at  the  Patent  and 
Trademark  Office  and  we  have  reorganized  the  Office. 

We  have  eliminated  all  of  the  nonstatutory  Assistant  Commis- 
sioners. We  had  had  four  of  them.  We  have  consolidated  as  much 
as  possible  the  activities  that  are  necessary  to  the  examination  and 
issuance  of  patents  and  examination  of  registration  or  trademarks 
in  those  operational  line  divisions  as  we  possibly  can. 

We  have  taken  a  very  close  look  at  automation  and  we  are  trying 
to  make  automation  responsive  to  the  examining  corps,  not  to  some 
sort  of  like  customer  out  in  the  sky  that  we  don't  know  who  is. 

That  gets  to  another  important  element  of  this — emphasizing 
customer  service.  Ultimately  our  responsibility  is  to  our  customers 
who  file  our  patent  and  trademark  applications.  If  we  do  a  good 
job,  by  the  way,  if  we  issue  quality  patents,  that  means  we  grant 
claims  that  really  have  merit  and  reject  claims  that  don't.  You 
won't  be  receiving,  in  my  judgment,  any  criticism  that  we  should 
change  the  patent  statute  or  change  the  nature  of  anything  else, 
because  I  think  the  underlying  law  is  very  sound. 

It  only  starts  to  break  down  when  we  don't  do  our  job  properly. 
So  quality  is  the  important  issue. 

To  have  external  quality,  we  need  to  start  paying  more  intention 
internally  to  quality.  When  you  have  an  organization  of  5,000  peo- 
ple, it  is  very  important  for  them  all  to  have  a  sense  of  quality.  Not 
all  of  them,  obviously,  are  involved  in  dealing  with  the  frontline 
customer;  certainly  the  2,000  patent  examiners  are  for  the  most 
part  and  the  400  or  so  trademark  examiners,  but  everybody  else  in 
the  organization  is  serving  that  corps  of  2,400  people. 

So  we  are  trying  to  inculcate  into  the  work  force  at  the  Patent 
and  Trademark  Office  that  it  is  their  job  to  treat  the  examiner  as 
a  customer.  Indeed,  it  is  the  responsibility  of  support  organizations 
such  as  the  personnel  department  and  others  like  that,  the  finance 
operation,  to  treat  everyone  else  in  the  Office  as  their  customer. 

This  is  really  a  change  in  culture.  As  part  of  our  reorganization 
we  eliminated  all  of  the  nonstatutory  Assistant  Commissioners. 
Terry  Brelsford,  who  had  been  the  Assistant  Commissioner  for  the 
Public  Services  Administration,  was  given  a  new  responsibility. 
Her  new  title  is  Deputy  Associate  Commissioner,  and  she  is  our 
quality  czar,  the  one  that  is  running  the  customer  focus  groups  and 
embarking  on  a  whole  series  of  programs  to  provide  better  quality 
internally  and  externally. 

That  is  our  focus  and  we  may  need  the  help  of  the  authorizing 
committee  to  make  certain  that  we  have  the  capacity  to  provide  the 
resources  where  they  need  to  be  provided  so  that  we  have  quality. 

Now,  you  know,  the  vast  bulk — more  than  a  handful  of  the  peo- 
ple of  the  Patent  and  Trademark  Office  are  working  on  the  prob- 
lems that  I  just  described. 

What  I  have  to  do,  though,  is  quite  different.  I  am  not  just  sim- 
ply the  manager  of  the  Patent  and  Trademark  Office.  I  am  also  an 
official  of  the  Government,  an  official  of  the  Clinton  administration, 
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Assistant  Secretary  of  Commerce.  And,  that  involves  all  of  the  pol- 
icy issues  that  are  increasingly  becoming  more  and  more  common 
as  we  move  into  a  world  where  intellectual  property  is  more  and 
more  a  part  of  trade,  or  technology  sometimes  is  outstripping  some 
of  the  old  intellectual  property  laws.  We  are  going  to  have  to  revisit 
as  a  policy  matter  certain  aspects  of  our  intellectual  property  sys- 
tem both  domestically  and  internationally.  That  has  become  an  in- 
creasingly important  burden  of  the  Commissioner  of  Patents  and 
Trademarks. 

I  would  like  to  review  briefly  a  couple  of  key  items  in  the  policy 
area.  First  is  to  report  to  you  or  remind  you,  because  I  think  you 
are  aware  of  it,  of  a  very  major  success  of  our  Patent  and  Trade- 
mark Office  and  of  this  administration  building  on  work  of  previous 
administrations;  and  that  is  the  final  resolution  of  the  GATT  agree- 
ment and,  in  particular,  its  trade-related  aspects  of  intellectual 
property  text. 

A  couple  of  months  ago  when  Vice  President  Gore  went  to  Marra- 
kesh  and  signed  an  agreement  with  over  100  nations  to  now  imple- 
ment a  new  trade  regime  in  the  world.  With  the  stroke  of  a  pen 
in  Marrakesh,  we  got  a  commitment  from  almost  all  of  the  coun- 
tries in  the  world  to  provide  significantly  higher  levels  of  intellec- 
tual property  protection  than  we  had  ever  had  before. 

I  know  there  is  a  lot  of  concern  about  GATT  and  a  lot  of  people 
are  saying  that — maybe  there  are  some  problems  with  it  or  maybe 
it  is  going  to  be  too  expensive.  And,  I  know  in  this  Subcommittee 
on  Intellectual  Property  it  is  very  important  to  look  at  the  TRIPs 
text,  because  that  one  text  alone  is  probably  worth  the  GATT 
agreement.  It  is  going  to  provide  us  with  a  solid  foundation  for  the 
export  of  these  resources  of  the  mind,  which  are  the  really  key  ele- 
ments of  wealth  in  the  United  States. 

As  a  footnote,  let  me  say  that  one  of  the  observations  I  have 
made  since  I  got  this  job  is  when  vou  have  a  new  responsibility, 
you  really  learn  something  new.  One  of  the  things  that  I  have 
learned  as  a  result  of  traveling  around  the  world  and  taking  a  clos- 
er look  at  foreign  systems  and  being  responsible  for  a  Patent  and 
Trademark  Office  that  not  only  serves  American  citizens,  but  for- 
eign innovators  as  well,  is  that  there  are  really  only  three  places 
in  the  world  where  innovation  takes  place  on  a  massive  scale — 
Western  Europe,  the  United  States  and  Japan. 

We  are  the  ones  who  have  the  great  stake  in  a  strong  worldwide 
intellectual  property  system.  I  think  it  was  a  great  credit  to  all 
those  countries,  ana  particularly  our  country,  and  to  our  new  Dep- 
uty Commissioner,  that  we  were  able  to  come  up  with  a  TRIPs 
agreement  that  really  provides  for  all  of  the  other  countries  in  the 
world  that  aren't  in  those  three  groups  to  buy  into  something  that 
really  benefits  us. 

That  also  makes  me  very  optimistic  about  the  United  States,  be- 
cause there  is  no  other  country  in  the  world  that  is  innovating  at 
the  rate  and  level  that  we  are.  This  is  money  in  the  bank  for  the 
future  of  the  American  economy  and  the  well-being  of  our  people. 

We  have  other  international  issues  as  well.  Now  that  we  are 
through  with  the  GATT-TRIPs  negotiations,  and  assuming  we  can 
tie  that  down  and  pass  the  enabling  legislation,  now  we  can  move 
on  to  a  new  generation  of  intellectual  property  issues. 
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For  the  most  part,  the  TRIPs  agreement  deals  with  getting  inter- 
national recognition  of  norms  that  most  of  the  developed  countries 
at  least  already  agree  with.  But  as  technology  is  changing,  we  find 
that  there  are  new  strains  on  the  intellectual  property  system 
where  we  don't  have  common  agreement. 

We  don't,  even  in  our  own  country,  have  an  understanding  of 
necessarily  what  rules  and  regulations  should  apply.  So  now  we  are 
moving  into  a  new  area  trying  to  fashion  new  rules  for  the  21st 
century.  In  that  regard  domestically,  with  all  of  the  implications  of 
the  emerging  national  information  infrastructure,  we  have  a  task 
force  going  to  the  administration.  I  am  head  of  the  Intellectual 
Property  Working  Group,  and  within  the  next  few  weeks  we  will 
be  issuing  a  130-page  report  which  we  will  make  available  to  you, 
that  will  provide  us  with  some  guidance  as  to  how  we  are  going  to 
evolve  the  new  rules  of  the  game — but  then  we  are  going  to  have 
to  move  very  quickly  to  develop  a  better  understanding  on  a  global 
basis. 

One  of  the  areas  that  was  not  resolved  in  the  GATT-TRIPs 
negotiations  was  the  issue  of  the  so-called  audiovisual  industries. 
Those  are  important  industries  standing  on  their  own,  the  movie 
industry,  record  industry,  et  cetera.  But  when  you  think  of  the  fu- 
ture world  where  all  kinds  of  data  bases  are  going  to  be  transferred 
to  the  global  information  infrastructure — when  computer  software 
is  going  to  be  marketed  that  way  and  many  other  kinds  of  products 
are  going  to  be  moving  through  it — then  the  failure  to  have  a  com- 
mon understanding  of  how  we  treat  these  problems  between  the 
United  States  and  our  trading  partners  becomes  a  critical  issue, 
and  we  are  trying  to  resolve  those  problems. 

We  are  trying  to  strengthen  the  world  trademark  system  and 
will  be  looking  at  an  international  trademark  treaty  during  the 
course  of  the  next  year  or  two. 

Finally,  it  is  my  desire  to  move  ahead  with  harmonizing  the 
world's  patent  laws.  However,  when  we  came  into  office  and  looked 
at  the  harmonization  process  as  it  had  developed  until  now,  it  was 
pretty  clear  that  we  were  giving  away  a  number  of  items  in  chang- 
ing the  American  system — matters  that  were  opposed  by  significant 
segments  of  our  user  communities — and  not  achieving  true  harmo- 
nization. 

I  would  define  true  harmonization  as  a  situation  where  you  could 
come  to  our  Patent  and  Trademark  Office  and  get  a  patent  issued 
in  a  timely  manner  and  then  with  minimal  cost  and  very  little  ad- 
ministrative burden  go  to  one  of  the  other  major  patent  offices  in 
the  world  and  have  them  recognize  that  patent.  You  would  get 
global  coverage.  That  would  be  harmonization  and  serve  the  inter- 
est of  American  innovators. 

We  have  gone  back  to  the  drawing  board  on  harmonization.  The 
place  to  start,  just  as  in  these  audiovisual  negotiations  and  other 
international  matters,  is  with  other  major  countries  with  intellec- 
tual property  interests — our  major  trading  partners,  Japan  and  Eu- 
rope— and  tnen  decide  on  what  we  think  the  common  rules  should 
be.  Then  we  will  go  and  talk  with  our  colleagues  in  the  developing 
world  about  it.  That  is  what  we  are  doing  in  the  patent  harmoni- 
zation area  and  during  discussions  with  our  Japanese  counterparts. 
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The  Japanese  Commissioner  of  Patents  will  be  here  this  after- 
noon to  talk  to  me  about  it.  I  hope  at  some  point  we  will  see 
progress  and  can  get  back  on  track  to  true  harmonization. 

That  is  an  overview  of  what  we  are  doing  both  on  the  manage- 
ment side  at  the  Patent  and  Trademark  Office  and  on  the  policy 
side. 

I  would  be  happy  to  answer  any  questions  that  you  might  have. 

Mr.  Hughes.  Thank  you  very  much,  Commissioner,  for  that  very 
good  overview. 

[The  prepared  statement  of  Mr.  Lehman  follows:] 


83-645  0-94-2 
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Prepared  Statement  of  Bruce  A.  Lehman,  Assistant  Sec- 
retary of  Commerce  and  Commissioner  of  Patents  and 
Trademarks,  Patent  and  Trademark  Office,  U.S.  Depart- 
ment of  Commerce 


Mr.   Chairman   and   Members   of  the   Subcommittee: 

Thank  you   for  this   opportunity  to  appear  before  the   Subcommittee.      I  will 
describe   the  continuing  role  that  the  Patent  and  Trademark  Office  (PTO) 
plays   under  the   Clinton   Administration.      In  particular,   I   will   summarize 
our  accomplishments   over  the   past  year  and  discuss  our  plans   for  the 
months  and  years  to  come. 

One  of  the  principal  ways  President  Clinton  and  Secretary  Brown  are 
seeking   to  improve   U.S.   competitiveness  in  the   international   marketplace   is 
by  placing  increased  attention  on  technology-based  economic   growth.      Over 
the  past  year,  the  PTO  has  been  at  the  forefront  of  the  Administration's 
efforts  to  spur  the  technological  capabilities  that  bear  on  economic   growth. 
At  the   very  heart  of  technological-based  economic   growth  are   America's 
thinkers  and  creators  -  they  are  the  engine  that  runs  the  U.S.  economic 
machine.     The  PTO  provides  an  invaluable  link  between  these  architects  of 
invention  and  a  technology-based  economy.     The  over  5,000  PTO 
employees    dutifully    serve    America's    inventors    and    entrepreneurs    to 
provide   them   with   the   protection   and  encouragement   they   need   to   turn 
their  inventive   ideas   into  tangible   realities  capable   of  propelling   the 
Nation's  economy  into  the  21st  Century. 

If  the  PTO  is. to  stimulate  U.S.  inventorship  as  President  Clinton  and 
Secretary   Brown  propose,   we   must  improve  upon  the  standards   we   set   for 
ourselves.     In  this  regard,  it  has  become  my  chief  objective  to  redefine  and 
improve  upon  the  objectives  and  goals  of  the  PTO  so  that  the  PTO  can 
better   serve   the   public   and   foster  the   technology-based   economic   growth 
envisioned  by  the   President  and  Secretary  Brown.     Accordingly,   I  have 
proposed  the  following  as  the  PTO's  two  primary  goals: 
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to  provide  the  public  with  the  highest  level  of  quality  and  customer 
service  in  all  aspects  of  PTO  operations;  and 

•  to  play  a  leadership  role  in  the  policy  and  trade  issues  for  which  we 

have   responsibility   outside   the   Office. 

Secretary  Brown  has  redefined  our  Office's  mission  statement  to  reflect  the 
expanded  goals  and  objectives  of  the  PTO.     This  new  mission  statement  for 
the  PTO  is: 

•  To   administer  the  laws  relating  to  patents  and  trademarks  to 
promote   industrial  and  technological   progress  in   the  United   States 
and    strengthen   the   national   economy; 

•  To   develop  and  advise  the   Secretary   and   the   Administration   on 
intellectual   property   policy,   including   copyright   matters;   and 

•  To  advise  the  Secretary  and  other  agencies  of  the  U.S.  Government, 
such   as   the   United   States  Trade  Representative,   in  cooperation   with 
the    International   Trade    Administration,    on    trade-related    aspects    of 
intellectual    property. 

Fiscal   Year   1995  Request 

The  PTO  could  not  begin  to  meet  its  goals  if  not  for  the  stable  funding  base 
provided  by  our  user  fee  system.     The  system  was  created  by  Public  Laws 
96-517   and   97-247   and   modified   by   successive   authorization   Acts   and   the 
Omnibus  Budget  Reconciliation  Acts  of  1990  and   1993. 

Under  the  Omnibus  Budget  Reconciliation  Act  of  1990,  a  surcharge  is 
charged  by  the  PTO  on  all  user  fees  identified  in  subsections  41(a)  and  (b) 
of  title  35  of  the  United  States  Code.     These  surcharge  revenues  are  placed 
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in  a  Fee  Surcharge  Fund  in  the  U.S.  Treasury.     The  user  fees  and  surcharges 
are  subsequently  made  available  to  the  PTO.     By  funding  the  PTO  in  this 
manner,   no  taxpayer  revenue   is   appropriated   to  the   PTO,   which  aids   the 
efforts   to  reduce  the   National  deficit. 

For  fiscal  year   1995,  the  program  for  the  PTO  is  again  proposed  to  be 
funded  solely  by  fee  income  and  is  currently  estimated  to  cost 
$571,439,000.      This  program   represents   a   $67,418,000  increase   over   the 
program   enacted   for  fiscal   year   1994  —   $504,021,000.      The   major  portion 
of  the  additional  income  necessary  to  fund  this  program  would  come  from 
increases   in    services   requested   or   workload   (including   patent   and 
trademark  applications).     The   Office  has  also  proposed  a  3%   adjustment, 
which  is  equal  to  the  Consumer  Price  Index,  to  statutory  and   non-statutory 
patent   fees   for  fiscal   year   1995. 

Of  the   $67,418,000  increase,   the   net  adjustment  to  the  fiscal   year   1994 
base  program  will  be  $33,767,000.     Of  this  $33,767,000: 

•  $14,671,000  is   needed   to   restore   funding   reductions   in   the 
fiscal   year    1994   enacted   budget; 

•  $12,294,000  is  needed  to  fund  a  fiscal  year  1995  pay  raise  and 
the  costs  in  fiscal  year  1995  of  the  fiscal  year  1994  locality  pay 
adjustment; 

•  $2,976,000  is  needed  to  fund  the  full-year  cost  in  fiscal   year 
1995  of  those  hired  in  fiscal  year   1994;  and 
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•  $3,826,000   is   needed   to  compensate   for   inflation. 
The   remaining   $33,651,000   of  the   $67,418,000   increase   includes: 

•  $4,969,000  for  the  cost  of  processing  the  expected  increase  in 
workload; 

•  $24,381,000   for   developing    and   implementing    programs    in   the 
automation    area;    and 

•  $4,301,000   for   funding    quality   programs   including    those    aimed 
at   expanding    the    patent    quality    review    program,    expanding    patent 
classification   activities,   and   providing   enhanced   search   tools   to 
patent    examiners. 

Because   the   $571,439,000   that  I   am  requesting  here   today   will   be   used   to 
fund  our  operations,  I  would  like  to  take  this  opportunity  to  briefly 
describe    our    patent,    trademark    and    automation    operations. 
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Patents 

In  fiscal  year   1993,  we  received  a  record   174,553  utility,  plant  and  reissue 
patent  applications  and  issued  97,386  patents.     This  excludes  the 
international  filings  which  the  Office  receives  as  an  authority  under  the 
Patent  Cooperation  Treaty.     Fifty-five  percent  of  the  patents  were  issued  to 
residents  of  the  United  States.     This  is  approximately  the  same  as  in  fiscal 
year    1992. 

For  this  fiscal  year,  we  had  originally  estimated  that  we  would  receive 
189,000  patent  applications.      Because   we  received  fewer  applications   than 
expected  in  fiscal   year   1993,   we  have  adjusted  our  earlier  estimate.      We 
currently   estimate   that   we   will   receive   between    179,000   and    185,000 
patent  applications   this   fiscal   year  and    185,000  in  fiscal   year    1995. 

Despite   annual   increases  in  filings,  we  continue  to  attempt  to  achieve   our 
goal  of   18-month  pendency.     In  fiscal  year   1993,  the  average  pendency 
time  was   19.5  months  for  utility,  plant  and  reissue  patents.     In  an  effort  to 
maintain   an   average   pendency   of   18-months,   we   hired   210   new   patent 
examiners   during   the  past  fiscal   year.      With  examiner  attrition,   the 
number  of  examiner   professionals   staff  years   (including   design   examiners 
and  immediate  supervisors)  at  the  end  of  last  fiscal  year  was  2,052.     We 
plan  to  hire  225  professionals  in  fiscal  year   1994  and  430  professionals  in 
fiscal  year   1995,  in  addition  to  the  necessary  clerical  staff,  in  an  effort  to 
achieve   our   pendency   goals. 
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Trademarks 

In  regard   to  our  trademark  operations,  in  fiscal  year   1993   applications  for 
registration  increased  by  over   14,000  from  the  prior  year,  an  increase  of 
over   10  percent.      This  increase,   along  with   the   sustained   50  percent 
increase   in   the  number  of  trademark  application   filings   as   a  result  of 
enactment  of  the  Trademark  Law  Revision  Act,  has  caused  us  to  fall  short 
of  our   trademark  pendency   goals   of  examining   all   new   applications   within 
three   months   of  filing   and   registering   or   abandoning   applications   within 
thirteen  months  of  filing,  despite  an  overall  increase  in  production  in 
trademark    examining    operations. 

In   fiscal   year    1993,   we   received    139,735   trademark  applications.      We   took 
first   actions   on    131,191    trademark   applications   and   disposed   of  (by 
registration    or    abandonment)    126,874    trademark    applications    last    fiscal 
year.      Despite  our  efforts,  we  fell  short  of  reaching  our  trademark 
pendency  goals.     At  the  end  of  fiscal  year   1993,  the  average  time  between 
the  filing  of  an  application  and  the  Office's  mailing  of  the  trademark 
examining   attorney's   initial   office   action  on  the   application   was  4.0  months. 
The   average   time   between   the   filing  of  an   application   and   its   registration, 
abandonment   or  notice   of  allowance   issuance   was    14.4   months   at  the  end 
of  fiscal   year   1993. 

Of  the    126,874  applications  disposed  of  in  fiscal  year   1993,   the  Office 
registered    86,122   trademarks.      This   is   the    largest   number   of  trademarks 
ever  registered  in  one  fiscal  year.     This  increase  is  primarily  due  to  the 
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increased   number   of  applications   filed   after   the   intent-to-use   legislation 
went  into  effect  that  are  now  maturing  into  registrations. 

This   fiscal   year  we   originally  expected   to  receive    138,000  trademark 
applications.     Based  upon  a  significant  rise  in  applications  received  in  fiscal 
year   1993,  we  have  revised  our  fiscal  year  1994  projections.     We  now 
estimate  that  we  will  receive    148,000  applications  in  fiscal  year   1994. 

In  late  fiscal  year  1993  and  early  fiscal  year  1994,  the  PTO  hired  twenty- 
six   trademark  examining   attorneys,   a   net  increase   of  fourteen  examiners 
after  accounting  for  attrition.     Due  to  low  attrition  in  the  PTO  in  recent 
years   the  current  staff  is  one  of  the  most  experienced  the  Office  has  ever 
had.     We  continue  to  conduct  training  sessions  and  legal  lectures  for  our 
new   attorneys   and   for  all  our  managers,   supervisors   and   experienced 
attorneys   in   the   trademark  operation   with   the   goal   of  improving   overall 
examination    quality. 

Automation 

When  I  took  office,  I  promised  to  review  the  automation  operations  at  the 
U.S.   Patent  and  Trademark  Office.     I  ordered  a  thorough  evaluation  of  the 
plans,  funding,  and  priorities  of  all  aspects  of  our  automation  program. 
When  this  review  is  completed  in  the  next  few  weeks,  I  will  be  pleased  to 
brief  you  and  the  Members  of  the  Subcommittee.     I  can  report 
preliminarily,   however,   that   there   are   problems   and   changes   will   have   to 
be    made. 
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International    Issues    and    Patent    Law    Harmonization 

On  the  international  front,  this  has  been  a  banner  year  for  intellectual 
property  owners.     On  April   15,   1994,  the  Trade  Ministers  of  over   100 
countries   signed   an   agreement   establishing   a   new   World   Trade 
Organization.     As  part  of  the  package  of  agreements,  the  Agreement  on  the 
Trade  Related  Aspects  of  Intellectual  Property  Rights  was  also  signed.     This 
agreement   establishes,   for   the   first   time,   detailed   multilateral   obligations 
to  provide  and  enforce  intellectual  property  rights.      In  the  copyright  area, 
several   key  problems   for  our  industry  have   been   solved  including   the 
requirement    to   protect    computer   programs    as    literary    works    and 
databases   as   compilations;   granting   owners   of  computer  programs   and 
sound  recordings  the  right  to  authorize  or  prohibit  the  rental  of  their 
products;  and  establishing  a  term  of  fifty  years  for  the  protection  of  sound 
recordings.      In   the   patent  area,   long-standing  trade  irritants   for  U.S.   firms 
have    been   resolved.      Protection   must   be   provided   for  pharmaceutical   and 
agricultural   chemical   products   and   processes.      Also,   there   are   now 
meaningful   limitations   on   the   ability   to   impose   compulsory   licensing, 
particularly   on   semiconductor  technology.      As  for  trademarks,   the 
Agreement    requires    trademark    protection    for    service    marks,    enhances 
protection    for    internationally    well-known    marks,    prohibits    the    mandatory 
linking   of  trademarks;   and   prohibits   the   compulsory   licensing   of  marks. 
Further,   it   provides   for  rules   for  the  first  multilaterally   agreed   standards 
for  protecting   trade   secrets,   and   improved  protection   for  layout  designs   for 
integrated   circuits.      We   hope  that  the   Subcommittee   will   work  with   the 
Administration    on    ensuring    prompt   approval    of   the    implementing 
legislation. 
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As  I  noted  earlier,  one  of  the  PTO's  primary  goals  is  to  play  a  leadership 
role  in  the  policy  and  trade  issues  for  which  we  have  responsibility  outside 
the  Office.     Over  the  past  decade,  the  PTO  has  actively  participated  in  an 
unprecedented    number   of  international    activities    aimed   at   improving 
intellectual  property  protection  worldwide.      One   of  the  more  prominent  of 
these   activities   has   been   the  Patent  Law   Harmonization  Treaty. 

As  you  know,  the  second  session  of  a  diplomatic  conference  on  the  patent 
Law   Harmonization  Treaty   has   been  postponed   by   the   World   Intellectual 
Property  Organization  (WIPO)  at  the  request  of  the  United  States.     To 
determine   the  nature  and  extent  of  the  support  or  opposition  to  the 
various  provisions  of  the  Patent  Law  Harmonization  Treaty,   we  held  two 
days  of  public  hearings  in  October  1993.     Over  70  people  testified  at  the 
hearings   and   over   300   written   comments   were   received   expressing   a 
broad  range   of  views  on  issues  such  as  what  procedure   the   United  States 
should    use    for   awarding   patents    (first-to-file    or   first-to-invent);    whether 
the  PTO  should  publish  patent  applications,  and  if  so,  should  the 
applications  be  published  at   18  or  24  months  after  filing;  and  what  should 
be   the   appropriate   term  of  protection,   twenty-years  from   the  filing   date  of 
the  application  or   17  years  from  the  date  of  issuance.     These  comments 
played   a  significant  role  in  our  decision  making  process. 

On  the  basis  of  the  comments  received,  as  well  as  the  status  of  negotiations 
with   our  major  trading  partners  in  other  fora,   Secretary  Brown  decided 
that  we  would  not  seek  to  resume  negotiation  of  the  Treaty  at  this  time. 
While  the  Treaty  offers  significant  long-term  advantages  for  U.S.   patent 
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interests,   the   Secretary   was   not  convinced  that  American   industry,   and 
especially   small   businesses    and   independent   inventors,    would    sufficiently 
benefit  from  the  changes  the  current  text  of  the  treaty  would  require  of 
the  United  States  given  the  benefits  we  would  receive  from  our 
competitors. 

Agreement  Between   the  IJSPTO  and  the  JPO 

Separate  from  other,   more   formal  ongoing  discussions  we   are  having  with 
Japan,  we  have  held  discussions  with  officials  from  the  Japanese  Patent 
Office  (JPO)  in  an  attempt  to  ease  the  burden  on  U.S.  applicants  seeking 
protection  in  Japan.     This  past  January  we  were  able  to  arrive  at  an 
agreement  with  the  JPO  whereby,  beginning  on  July   1,    1995,  U.S. 
applicants  will  be  able  to  file  patent  applications  with  the  JPO  in  English 
provided  that  a  translation  into  Japanese  is  filed  within  two  months.     In 
exchange  for  this  concession  by  the  JPO,  I  had  agreed  to  propose  legislation 
by  this  month  that  would  change  our  patent  term  from   17   years  from 
grant  to  20  years  from  the  filing  date  of  the  patent  application.       I  am 
certain  that  the  agreement  that  we  reached  with  the  JPO  will  go  a  long  way 
to  lowering  one  of  the  administrative  obstacles  facing  U.S.  applicants  in 
Japan.     It  is  likely  our  proposal  will  be  submitted  as  part  of  the  TRIPs 
implementation  package.      We   note   with  appreciation  the  introduction  of 
H.R.  4505   by  Chairman   Hughes  which  would  accomplish   the  proposed 
change    in   patent   term. 
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Nil   Working   Group   on   Intellectual   Property   Rights 

As   you   know,   I   am  chair  of  the   Information   Infrastructure  Task   Force's 
Working  Group  on   Intellectual  Property  Rights.     The  Working  Group  was 
established   to   examine   the   intellectual   property    implications   of  the 
National    Information   Infrastructure   (Nil).      After   holding   a   public   hearing 
and   soliciting   public   comment,   we  have  prepared   a   Preliminary   Draft  of 
our  Report,  which  will  be  released  for  public  comment.     We  will  also  hold 
additional   public   hearings   in   the   next   several   months. 

The   Report   examines   the   intellectual   property   laws   to   ensure   that   they   will 
effectively    (1)   recognize   the   legitimate   rights    and   commercial   expectations 
of  persons   and   entities   whose   works  are  used   in   the   Nil   environment, 
whether   at   their   instance   or  without  their  permission,   and   (2)   ensure   that 
users   have   access  to   the   broadest  feasible   variety   of  works   on   terms  and 
conditions   that,   in  the   language   of  the   Constitution,   "promote   the   progress 
of  science  and  the  useful  arts." 

In   addition  to  the  public  hearings,  the  Working   Group  will  convene  two 
conferences.      The   first  will   bring   together  various   interests   to  develop 
voluntary   guidelines   for  library   and  educational   uses  of  works   in   the   Nil 
environment.      The   second   will  convene  many   of  those   same   interests   and 
others  to  develop  curricula  that  may  be  used  in   schools   and   libraries  to 
educate    the    public    about   intellectual   property   rights. 
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Future    International    Intellectual    Property    Issues 

In   addition   to   these   issues,   there   are   many   other   significant   intellectual 
property   issues  on   the  horizon  that  bear  mentioning.      In   the  coming 
months    we   will   address   several   of  the   problems   plaguing   the   patent-user 
community.      For  instance,   in  January   and  February,  we   held  public 
hearings  on  the   patentability   of  software-related   inventions.      We   have 
analyzed   the   comments   we   received  and   are   preparing   proposals   that   will 
shape    our   intellectual   property   system   into   one   that   provides   effective 
protection   for   software   while   continuing  to   foster  a   strong   incentive   for 
software   innovation.     Also,  we  have   scheduled  hearings   for  July  on  the 
"obviousness"   standard   for   patentability   and    are   planning   to   conduct 
hearings  on  issues  related  to  biotechnology  in  the  fall  of  this  year. 

We   hope   to  address  many  of  the  issues  that  were  unresolved  in  the  TRIPs 
negotiations.     Most  notably,  the  final  text  of  the  TRIPs  agreement  fails  to 
include    a    provision   that   would   provide    broad    national    treatment 
obligations   in   respect  of  motion   pictures   and   to  protect   the   neighboring 
rights   of  performers  and  producers  of  sound  recordings.     The  absence  of  a 
broad    national   treatment   obligation    means   that   our   other   trading    partners 
can   refuse   to   pay   American   performers,   and   film   and   sound   recording 
producers   their  fair  share  of  the  levies  collected  for  the   home  taping  of 
their  products.      In   the   coming   months   we   hope  to  resolve   these   inequities 
confronting   the   U.S.   copyright   industries. 

On  the  issue  of  a  possible  Protocol  to  the  Berne  Convention  and  a  New 
Instrument   for  Performers   and   Producers  of  sound   recordings,   the   U.S.   is 
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still   negotiating   with   our   trading   partners.      These   draft   agreements   would 
offer  the  possibility  of  improving  the  present  standard  of  intellectual 
property  protection   afforded   to  U.S.   rights   holders   by  establishing   an 
expansive   definition   of  national   treatment   that   will   cover   future   rights   and 
works,   as  well   as   rights  of  commercialization   and  distribution. 

another  issue  that  has  arisen  in  the  context  of  our  meetings  is  the 
possibility  of  including  a  performance  right  in  respect  of  digital 
transmission   for   sound   recording   producers   in   the   new   instrument.      This 
performance   rights   issue  has   been  widely   debated   and   is   the   subject  of 
H.R.  2576.     The  Administration's  support  for  this  right  is  explained  in  our 
letter  of  April   13,   1994.     One  benefit  of  including  a  performance  right  for 
sound   recording   producers   in   the   new   instrument   is   that   it   would   permit 
U.S.  recording  companies  to  gain  access  to  their  share  of  the  royalties 
collected   in   certain   foreign   countries   for  public   performances   of  their 
sound   recordings   in   those   countries. 

On   the   trademark   side,   the   draft   trademark   law   treaty   (also   known   as 
trademark   harmonization)   has   been   the   subject   of  meetings   since    1989. 
The   draft  has   moved   from   one   establishing   substantive   standards   (not 
unlike  TRIPs)   to   a   purely   administrative   treaty.      The   draft  prepared   for 
the   diplomatic   conference,   scheduled   for  October    10-28,    1994,   sets 
maximum    procedural    requirements,    noting    specific    prohibitions,    that    can 
be  made  in  relation  to  filing  an   application,  renewing  a  registration, 
recording   changes   in    name,   address   or   ownership,   and   correcting   mistakes. 
It  also  limits  the  extent  to  which  a  Party  can  require  authentication   of  any 
signature,    and    prohibits    certain   overreaching   requirements,    such    as    those 
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requiring  an  applicant  for  registration  to  give  certificates  from   a  registry  of 
commerce  or  prove  that  it  is  doing  business  in  a  Party.     U.S.  trademark 
owners   have   expressed   interest   in   the   treaty.      The   International 
Trademark   Association   has   passed   a   resolution   and   several   Bar   groups 
have   indicated   their  intention   to  pass  resolutions   favoring   U.S. 
participation    in    the    treaty. 

In  summary,  the  PTO  plans  to  participate  on  many  fronts  to  improve 
intellectual   property  protection   worldwide.     We  intend  to  continue   to  work 
closely   with   this   Subcommittee   on  many  of  the   legislative   proposals   that 
shape   our   intellectual   property   laws   and   keep   our   laws   attune   with   the   rapid 
advances   of  technology.      We  also  will  keep  you  informed  of  international 
developments  as  they  occur.      I  look  forward  to  working   with  you 
Mr.    Chairman   and   other   members   of  the   Subcommittee. 

Once   again   I   would  like   to  thank  the  Subcommittee  for  this   opportunity  to 
testify.      I   will  be  pleased  to  answer  any  questions  that  you  may  have. 


28 

Mr.  Hughes.  I  think  a  number  of  us  have  a  series  of  questions 
and  if  time  doesn't  permit,  we  will  submit  some  in  writing  and  ask 
you  to  respond  within  10  days. 

[The  information  appears  in  the  appendixes.] 

Mr.  Hughes.  The  Appropriations  Committee  this  fiscal  year  has 
not  allocated  the  full  amount  of  the  surcharge  fee  funds.  What  is 
the  administration's  position  concerning  this  matter  for  the  next 
round  of  budget  negotiations? 

Mr.  Lehman.  We  are  proud  of  the  fact  that  Secretary  Brown  and 
the  administration  and  the  OMB  have  been  supportive  from  the 
very  beginning  of  full-fee  funding  for  the  Patent  and  Trademark 
Office — that  is,  that  we  should  get  all  of  our  fee  revenue.  That  is 
the  administration's  position. 

In  fact,  the  administration  bill  that  was  sent  up  to  Congress  was 
predicated  on  that  fact.  If  you  look  at  the  Appropriations  Commit- 
tee report  that  accompanied  the  Appropriations  Committee  recent 
markup  of  the  appropriations  bill  for  this  year,  they  say  the  admin- 
istration sent  up  a  zero  appropriations  for  the  Patent  and  Trade- 
mark Office;  that  is,  for  a  surcharge  fund.  That  is  incorrect. 

What  the  administration  did  is,  it  proposed  to  reclassify  the  Pat- 
ent and  Trademark  Office  authorization  into  a  nondiscretionary 
category  that  would  have  taken  it  out  of  the  appropriations  process 
altogether.  Unfortunately,  at  the  last  minute  there  was  some  dis- 
cussion of  this  point  with  the  Congressional  Budget  Office,  and 
they  basically  failed  to  agree  to  that  theory. 

So  now  we  have  gone  back  to  the  drawing  board  to  develop  an- 
other technique  for  achieving  that  result.  But  the  administration 
position  has  not  changed;  that  is,  that  the  administration  from  top 
to  bottom  supports  the  Patent  and  Trademark  Office  having  access 
to  all  of  its  user-fee  revenue. 

We  were  hoping  we  could  accomplish  this  more  easily  than  it  ap- 
pears that  we  are.  We  are  caught  up  in  the  602(b)  allocation  prob- 
lem and  a  lot  of  straitjackets  that  we  have  gotten  ourselves  into 
with  budgeting  matters  makes  it  hard  for  us  to  effect  a  change 
here  without  affecting  something  else. 

Mr.  Hughes.  We  need  to  do  something  about  what,  in  essence, 
is  a  ridiculous  scoring  problem.  Do  you  have  a  view  as  to  the  best 
way  to  fix  it  or  whether  the  Office  of  Management  and  Budget 
could  certainly  address  it? 

Mr.  LEHMAN.  We  worked  this  through  the  administration  and  we 
have  a  proposal.  At  the  11th  hour  and  59  minutes,  we  found  out 
that  it  wasn't  going  to  fly,  so  we  have  gone  back  to  the  drawing 
board,  working  with  people  in  the  Congress  on  it. 

There  are  three  approaches  that  could  be  taken,  and  they  in- 
volve, to  some  degree,  a  couple  of  them  at  least,  involve  this  com- 
mittee significantly.  The  simplest  matter,  of  course,  would  be  that 
the  Appropriations  Committee  could  simply  provide  us  all  of  the 
surcharge  money  in  our  appropriation  that  is  represented  by 
our 

Mr.  Hughes.  But  they  don't  get  credit  for  it. 

Mr.  Lehman.  I  suppose  they  get  credit  for  it.  The  problem  is  that 
this  has  to  come  out  of  their  602(b)  allocation  and  they  are  reluc- 
tant to  give  it  to  us — it  means  giving  us  our  full  request  at  the 
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same  time  that  we  are  denying  everybody  else  their  full  request, 
and  that  is  politically  hard  to  do. 

That  is  one  solution,  and  something  that  we  will  continue  to 
press  for.  By  the  way,  the  Commerce  Department  and  the  adminis- 
tration are  fully  supportive  of  that. 

We  made  progress  this  year  when  the  Appropriations  Committee 
marked  up  our  bill.  They  at  least  stopped  taking  out  more  money, 
so  we  have  started  to  turn  back.  They  are  only  proposing  to  take 
out  $20  million,  the  same  amount  they  took  out  last  year,  so  we 
have  stanched  the  hemorrhage  for  the  time  being.  The  simplest 
way  would  be  to  give  us  the  full  amount. 

The  second  approach  would  be  for  this  committee  to  change  our 
authorization  legislation  to  provide  that — to  eliminate  the  sur- 
charge. Now  originally,  the  surcharge,  the  way  we  got  into  this 
problem  it  goes  back  to  the  Omnibus  Budget  Reconciliation  Act  of 
1990  when  the  Office  was  put  on  a  full  fee-funded  basis  and  on  an 
accelerated  basis,  and  it  provided  that  some  of  the  fee  money  was 
to  be  treated  as  a  surcharge.  That  surcharge  was  to  go  through  the 
Appropriations  Committee.  That  is  the  money  where  we  have  the 
problem. 

Mr.  Hughes.  The  problem  with  that  is  we  have  to  find  another 
source  for  that  money. 

Mr.  Lehman.  This  involves  the  Budget  Committee.  The  Judiciary 
Committee  clearly  has  the  authority  to  change  this  authorization 
statute.  The  difficulty  is  that  you  are  impacted  by  the  Budget  Act 
and  have  to  talk  to  the  Budget  Committee. 

Mr.  Hughes.  We  have  to  find  other  savings. 

Mr.  Lehman.  I  assume  if  somebody  wants  to  raise  a  point  of 
order  against  it — theoretically  they  might  not — in  which  case  then 
the  $110  million — I  think  it  is  this  year — would  disappear  into  the 
whole — the  whole  Federal  budget  would  have  to  go  down  by  $110 
million,  including  all  the  other  agencies.  That  is  not  an  unthink- 
able thing  to  do  if  the  Budget  Committee  would  agree  to  it. 

The  other  alternative  would  be  to  raise  the  budget  cap,  which  I 
think  is  reasonable  when  one  assumes  that  this  is  not  tax  revenue, 
by  the  $110  million  for  this  year.  Then,  if  you  eliminate  the  sur- 
charge from  now  on,  we  no  longer  appear  in  that  mix  at  all, 
and  the  problem  is  permanently  resolved.  It  seems  that  would  be 
reasonable. 

The  third  approach  would  be  to  find  other  areas  in  the  Federal 
budget,  and  this  would  have  to  be  done  in  cooperation  with  the 
Budget  Committee  also,  where  one  would  make  appropriate  reduc- 
tions. But  it  seems  clear  to  me  that  the  more  appropriate  way — 
and  I  think  it  is  absolutely  justifiable  to  anybody  who  would  exam- 
ine it — would  be  to  simply  provide  for  this  one-time  increase  of 
$110  million  in  the  whole  discretionary  ceiling  and  then  eliminate 
the  surcharge  and  then  we  would  be  done  with  it. 

We  would  be  happy  to  work  with  two  Budget  Committees  on 
that. 

Mr.  Hughes.  What  adjustments  to  your  budget  do  you  anticipate 
making  because  the  full  amount  of  the  fees  have  not  been  allo- 
cated? What  do  you  anticipate  having  to  do  since  the  full  amount 
of  the  fees  have  not  been  allocated? 
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Mr.  Lehman.  We  are  going  to  have  to — obviously,  it  is  going  to 
put  a  crimp  in  our  attempt  to  provide  these  resources  to  the  exam- 
ining corps.  I  am  determined  to  do  that  in  any  event,  which  means 
we  will  have  to  cannibalize  other  operations  in  the  Office,  including 
the  automation  program,  which  is  very  expensive. 

We  have  undertaken  review  of  the  automation  program  and 
there  are  a  lot  of  problems  with  it.  I  think  there  was  an  under- 
statement in  the  past  of  some  of  the  costs  of  that  program.  It  has 
not  been  under  control,  so  we  would  have  to  make  adjustments  in 
it  anyway. 

Clearly  that  program  is  going  to  have  to  come  in  for  considerable 
scrutiny  and  we  may  have  to  stick  with  paper  for  longer  than  we 
would  like.  People  pay  us  the  fees  on  the  basis  of  patent  applica- 
tions which  are  in  the  mill  now,  and  which  don't  have  the  benefit 
of  automation. 

Serving  them  is  our  number  one  responsibility  and  if  we  have  to 
wait  5  years  in  order  to  implement  certain  aspects  of  the  automa- 
tion system,  the  world  won't  come  to  an  end.  It  will  be  a  good 
tradeoff  in  terms  of  issuing  somebody  a  solid  patent  that  they  can 
take  to  the  bank  now. 

Mr.  Hughes.  I  have  a  number  of  other  questions,  but  I  yield  to 
the  gentleman  from  California  at  this  time. 

Mr.  Moorhead.  Thank  you,  Mr.  Chairman. 

Because  of  these  cutbacks,  does  the  Office  plan  to  increase  fees 
other  than  statutory  CPI  increases  for  the  next  fiscal  year? 

Mr.  Lehman.  At  the  present  time,  we  don't  have  plans  to  do  that. 
However,  I  think  this  year  we  could  certainly  get  along.  As  I  said, 
we  will  cannibalize  other  aspects  of  the  operation  if  necessary  to 
come  up  with  the  $20  million. 

Certainly  if  this  continues  into  the  future,  what  in  effect  you  are 
doing  is  levying  a  tax  on  the  patent  system,  and  I  think  we  will 
have  to  look  at  it  that  way.  That  means  that  if  the  original  under- 
standing here  was  that  we  would  get  all  the  fees  without  a  tax, 
then  if  we  are  going  to  have  a  tax,  we  will  have  to  increase  the  fees 
accordingly  so  that  we  can  pay  the  tax.  I  think  we  will  have 
to  come  in  with  additional  requests  for  increased  fees  in  this 
situation. 

Mr.  Moorhead.  Doesn't  this  kind  of  rest  uneasily  with  an  indus- 
try that  is  told  that  when  their  fees  were  increased,  they  would  get 
that  money  spent  in  the  Patent  Office  and  now  some  of  it  is  going 
off  in  other  directions? 

Mr.  Lehman.  It  rests  very  uneasily  with  them.  When  I  testified 
before  the  Appropriations  Committee,  one  of  the  Members  gave  me 
a  hard  time  about  this. 

I  said  we  made  a  deal — we  know  what  the  consequence  of  break- 
ing the  "read  my  lips"  pledge  was.  We  would  be  compounding  it  in 
that  this  whole  fee  arrangement  was  a  part  of  the  1990  Omnibus 
Budget  Reconciliation  Act  and  at  that  time  it  was  clearly  under- 
stood with  our  user  community  that  they  would  go  to  full  funding, 
which  had  never  been  contemplated  under  previous  legislation. 

Eventually  we  would  have  90  percent  funding,  but  in  return  for 
that,  our  user  communities  would  have  a  Patent  and  Trademark 
Office  funded  with  the  resources  that  it  needed  to  do  the  job.  That 
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deal  has  been  broken,  so  it  is  not  surprising  that  people  would  feel 
betrayed  by  this. 

As  government  officials,  I  think  it  is  fair  to  say  the  Congress  and 
the  executive  branch  are  facing  a  crisis  of  credibility  with  the 
American  people  about  keeping  our  promises.  This  is  a  promise 
that  we  made  and  I  think  it  is  incumbent  upon  us  to  try  to  keep 
it. 

Mr.  Moorhead.  I  think  it  is  helpful  that  you  and  certainly  the 
members  of  this  committee  are  fighting  to  see  that  those  promises 
are  carried  out.  I  can  assure  you  we  are  going  to  keep  working  to 
try  to  get  that  end  result. 

I  am  happy  to  see  that  you  have  the  same  state  of  mind. 

Mr.  Lehman.  This  is  very  much  the  position  of  the  administra- 
tion that  our  Patent  and  Trademark  Office  should  receive  all  of  its 
user-fee  revenue. 

Mr.  Moorhead.  We  have  been  interested  in  the  backlog  in  the 
biotech  industry  on  applications,  very  important  to  the  State  of 
California,  as  you  know,  and  many  other  places. 

Has  any  progress  been  made  on  that? 

Mr.  Lehman.  Yes.  We  have  made  some  progress.  I  don't  have  the 
exact  statistics  at  my  fingertip,  but  I  will  supply  you  with  that. 

[The  information  follows:] 
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Mr.  Lehman.  One,  we  are  making  progress;  but  two,  we  still 
have  a  ways  to  go.  The  biotech  area  is  a  very  critical  area. 

In  fact,  I  think  the  two  technologies  that  give  us  the  hardest  time 
in  the  Office,  are  the  most  difficult  technologies  to  deal  with,  and 
at  the  same  time  are  most  critical,  are  the  software  and  biotech  in- 
dustries. They  are  quite  different  industries. 

We  had  a  series  of  hearings  about  the  software  industry  and  are 
trying  to  develop  a  program  to  do  better  there.  We  are  further  be- 
hind in  our  analysis  of  the  biotech  industry,  but  we  intend  to  have 
public  hearings  later  this  year  on  problems  of  patent  examining  in 
the  biotech  area.  It  is  incumbent  that  we  review  that  technology 
now  because  we  are  looking  to  the  possibility  of  a  20-year  term 


32 

from  filing,  which  I  believe  is  in  the  chairman's  legislation,  and 
may  be  in  the  fast-track  legislation. 

If  we  do  that,  then  it  is  very,  very  important  that  we  have  timely 
issuance  of  the  patents.  In  some  areas,  it  is  not  a  problem.  In  the 
biotech  area,  it  is  difficult  to  examine  these  patent  applications  and 
it  is  an  area  where  we  have  pendency  problems.  It  is  incumbent 
upon  us  to  ratchet  down  that  processing  time  and  at  the  same  time 
provide  an  even  higher  level  of  quality. 

I  have  already  gotten  into  this  enough  where  I  can  see  that  there 
are  certain  things  that  we  can  do  as  an  internal  policy  matter  to 
possibly  improve  the  situation.  We  have  made  a  great  deal  of 
progress  in  Group  1800,  the  group  that  examines  biotech  patents, 
in  improving  the  quality  of  examiners. 

About  a  third  of  our  examiners  have  Ph.D.'s  in  biochemistry  and 
lab  experience  besides,  so  they  are  very  qualified  people. 

We  need  to  do  a  better  job  in  legal  training.  I  think  they  are  en- 
gaging in  peer  review  with  their  colleagues  rather  than  examining 
patent  applications.  So  we  are  evolving  a  better  training  program 
for  examiners.  That  will  make  their  job  easier  because  I  think  some 
of  them  are  engaging  in  reviews  that  they  don't  need  to  engage  in. 
They  are  supposed  to  examine  patents,  not  review  the  kind  of  work 
of  the  patent  applicant  as  a  peer. 

We  are  working  on  administrative  issues  like  that  and  there  may 
be  places  where  we  can  streamline  the  process  in  addition  to  pro- 
viding additional  resources.  We  are  at  work  on  that. 

I  hope  by  next  year  that  I  will  be  able  to  report  significant 
progress  to  you. 

Mr.  Moorhead.  It  would  be  helpful  to  get  the  figures.  We  have 
heard  rumblings  from  the  patent  community  expressing  concerns 
about  implementing  legislation  in  the  GATT.  Is  there  any  justifica- 
tion for  those  concerns? 

Mr.  Lehman.  I  am  not  sure.  To  my  knowledge,  most  of  the  pat- 
ent community  is  very  supportive  of  the  GATT-TRIPs  agreement. 
I  think  the  concerns,  if  there  are  concerns,  would  have  to  do  with 
matters  that  might  be  in  the  implementing  legislation  which  would 
be  considered  discretionary  and  how — where  it  is  unclear  what  ex- 
actly GATT  provides.  Then  the  question  becomes  what  do  we  and 
the  Congress  do  in  areas  where  there  is  some  discretion? 

We  have  been  meeting  with  all  of  the  elements  in  the  industry 
to  try  to  come  up  with,  as  much  as  possible,  a  common  understand- 
ing of  what  should  go  into  this  legislation. 

One  difficulty:  I  have  people  call  me  that  are  of  a  diametrically 
opposed  view  and  want  to  use  this  as  a  vehicle  to  push  their  issues. 
So  we  just  have  to  work  through  this. 

I  am  sure  you  are  getting  the  same  kinds  of  telephone  calls.  I  as- 
sume that  is  what  you  are  referring  to. 

Mr.  Moorhead.  If  you  hear  anything  of  that  kind  and  you  have 
any  suggestions  for  us,  we  would  appreciate  it  if  you  would  give 
them  to  us. 

Thank  you,  Mr.  Chairman. 

Mr.  Hughes.  The  gentleman  from  California. 

Mr.  Edwards.  Thank  you,  Mr.  Chairman. 
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It  is  certainly  a  pleasure  to  see  Commissioner  Lehman  here  and 
we  welcome  you,  of  course,  as  an  old  friend.  We  hear  good  reports 
of  the  work  you  are  doing  over  there.  It  is  a  difficult  position. 

How  much  do  you  collect  in  user  fees  per  year? 

Mr.  Lehman.  Next  year,  it  is  scheduled  to  be  $571  million.  That 
is  what  our  projection  will  be  for  the 

Mr.  Edwards.  Your  projection  is 

Mr.  Lehman.  The  Appropriations  Committee  is  proposing  to  give 
us,  I  believe,  $20  million  less  than  that. 

Mr.  Edwards.  Less  than  your  user  fees? 

Mr.  Lehman.  That  is  correct. 

Mr.  Edwards.  So  you  don't  cost  us  much  money,  do  you? 

Mr.  Lehman.  We  cost  you  no  money.  We  are  zero  burden  on  the 
taxpayers  and  the  great  thing  about  it  is  we  are  generating  money 
that  pays  taxes.  People  that  get  our  patents,  of  course,  again  use 
those  patents  to  go  out  and  develop  businesses  that  become  reve- 
nue-generating concerns  that  pay  taxes,  so  it  is  a  great  deal  for  the 
taxpayer. 

Mr.  Edwards.  Do  you  get  complaints  that  you  are  taking  too 
long  on  some  of  these  applications? 

Mr.  Lehman.  We  get  some  complaints.  Overall,  there  is  a  fair  de- 
gree of  satisfaction,  I  think,  with  the  pendency  of  patent  applica- 
tions at  the  Patent  and  Trademark  Office. 

We  have  kept  the  pendency  level  at  a  fairly  reasonable  rate. 
There  are  certain  pockets  in  the  high  technologies  where  we  have 
some  problems  and  even  then  sometimes  it  is  individual  patent 
applications. 

For  example,  one  of  the  very  serious  problems  that  we  have  part- 
ly addressed  by  the  chairman's  legislation  on  the  20-year  patent 
term  is  the  so-called  submarine  patent  where  we  have  a  patent 
that  sits  in  the  Patent  and  Trademark  Office  before  it  issues. 

Under  the  existing  system,  the  patent  applicant,  sometimes  by 
using  various  mechanisms  in  the  law  to  continue  the  application, 
is  able  to  keep  it  going  for  a  long  period  of  time  and  sometimes  peo- 
ple want  to  do  that  for  their  own  commercial  purposes. 

But  I  would  say  that  pendency  problems  are  probably  not  the 
primary  customer  complaint  that  we  have  other  than  in  a  few 
cases.  To  some  degree,  even  in  the  biotech  industry,  there  are  some 
in  that  industry  that  are  concerned  about  pendency  in  the  context 
of  a  20-year  term,  but  I  think  most  currently  aren't  too  worried 
about  it  because  they  have  to  undergo  the  regulatory  process  and 
we  are  getting  their  patent  applications  out  in  plenty  of  time  for 
them  to  use  them  commercially. 

In  the  computer  software  area,  it  is  a  problem  because  that  is  a 
difficult  technology  and  every  month  that  we  delay  in  issuing  a 
patent  creates  uncertainty  for  the  users  and  we  are  actively  trying 
to  streamline  that  process  and  do  a  better  job. 

I  think  quality  is  the  greater  concern  more  than  pendency  on  the 
part  of  these  high-tech  users  of  the  system  at  the  present  time. 

Mr.  Edwards.  I  think  it  is  remarkable  that  the  work  can  be  done 
at  all  in  this  sophisticated  and  new  area.  You  must  have  talented 
and  well  educated  people  to  be  able  to  see  what  an  application  is 
all  about  and  whether  or  not  it  violates  somebody  else's  patent. 
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When  an  application,  say  in  biotechnology,  is  filed,  do  the  com- 
petitors come  in  and  object  and  try  to  point  out  to  your  examiners 
why  it  should  not  be  granted? 

Mr.  Lehman.  No,  they  don't.  In  fact,  this  gets  into  some  issues 
about  possible  reform  in  the  system  and  the  relationship  of  the 
American  system  to  other  systems.  In  our  country  at  the  present 
time,  patent  applications  are  secret  until  the  patent  is  issued,  so 
competitors  are  not  aware  of  the  patent  applications. 

Now  one  of  the  things  that  has  been  proposed,  and  there  cur- 
rently is  legislation  pending  on  it  at  least  in  the  Senate,  is  to  have 
disclosure  of  the  patent  application  at  18  months.  That  would  per- 
mit other  people  to  be  aware  of  it  and,  if  they  had  prior  art  that 
they  wanted  to  make  available  to  the  Patent  and  Trademark  Of- 
fice, they  would  be  able  to  submit  that. 

But  that  is  not  currently  the  law,  although  that  is  the  common 
practice  in  almost  all  the  patent  offices  of  our  trading  partners 
around  the  rest  of  the  world. 

Mr.  Edwards.  Some  kind  of  general  description  that  would  give 
the  competitor  or  holder  of  another  patent  an  advantage  certainly 
might  expedite  your  work. 

I  think  we  did  something  like  that  when  we  did  the  copyright 
law  on  the  patterns  in  conductor  chips,  so  that  there  would  be 
some  notice  given,  but  I  am  sure  you  are  going  to  be  able  to  handle 
it. 

It  is  very  nice  to  have  you  here. 

Thank  you. 

Mr.  Lehman.  Thank  you,  Mr.  Edwards.  It  is  a  real  privilege  for 
me  to  have  you  come  to  this  hearing. 

Thank  you. 

Mr.  Hughes.  The  gentleman  from  North  Carolina. 

Mr.  Coble.  Thank  you,  Mr.  Chairman.  Good  to  have  you  back 
with  us  today. 

The  chairman's  first  question  and  the  gentleman  from  California 
commented  on  a  point  I  was  going  to  make — unlike  many  agencies 
up  here.  You  all  have  the  potential  of  pretty  well  paying  your  own 
way  and  because  of  a  complex  and  frustrating  appropriations  proc- 
ess, you  pay  the  way  of  others  as  well. 

It  may  be,  Commissioner,  because  of  my  intellectual  limitation 
and/or  because  of  the  complexities  of  the  process,  I  still  could  not 
intelligently  explain  how  that  is  done;  that  is,  the  allocating  of  fees 
where  you  appear  to  get  shortchanged. 

I  think  you  responded  to  the  chairman's  question  about  as  well 
as  could  be  done.  If  you  come  across  any  additional  lucid  expla- 
nations, share  it  with  me  some  time.  I  would  like  to  attend  that 
school. 

You  mentioned  earlier  about  your  concern  and  about  the  concern 
of  the  patent  community  generally  regarding  the  quality  of  patents 
issued.  Do  you  know,  and  you  may  not  know  this  today,  but  do  you 
know  what  percentage  of  the  patents  issued  are  challenged,  num- 
ber one;  and  number  two,  what  the  success  rate  is  regarding  those 
challenges? 

Mr.  Lehman.  Well,  I  can  start  from  the  end  because  I  know  that 
figure  off  the  top  of  my  head. 
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Of  the  patents — that  is  of  the  patents  that  go  before  the  Court 
of  Appeals  for  the  Federal  Circuit,  which  is  typically  the  highest  re- 
view body — we  have  roughly  a  75-percent  approval  rating  of  our 
patents. 

I  know  that  a  lot  of  people  feel — I  have  had  members  of  the  bar 
tell  me — that  is  pretty  good.  I  don't  think  that  is  good  at  all.  I 
think  it  is  terrible  to  say  that  one  out  of  four  patents  tested  by  the 
Court  of  Appeals  for  the  Federal  Circuit  fails. 

Think  if  you  are  an  investor  and  if  you  want  to  invest  hundreds 
of  millions  of  dollars  in  a  new  technology  and  you  realize  that  even- 
tually you  may  have  to  be  tested  in  that  court.  If  you  have  a  one 
in  four  chance  of  having  your  patent  held  invalid,  I  think  that  is 
going  to  have  a  fairly  chilling  effect  on  your  capacity  to  make  the 
investment.  We  have  some  serious  cases,  highly  publicized  cases, 
where  very  major  and  sophisticated  companies  in  America  have 
fallen  on  their  faces  in  patent  judgments. 

Yesterday  Microsoft  settled  a  case  with  another  company  for 
roughly  $80  million  and  we  had  the  famous  Kodak  case,  which  was 
an  $800  million  judgment.  We  had  another  judgment  about  a  year 
ago  which  is  now  still  on  appeal  with  Honeywell,  and  I  think  it  was 
Hewlett-Packard,  which  was  a  billion  dollar  judgment. 

So  this  is  an  area  of  some  concern  to  me  and  this  illustrates  why 
it  is  important  that  we  do  a  better  job  in  quality. 

I  think  we  also  need  to  work  with  the  Court  of  Appeals  for  the 
Federal  Circuit  to  have  a  clearer  law.  So  75  percent  of  those  pat- 
ents are  held  valid  and  25  percent  invalid.  Of  the  total  patents,  it 
is  a  very  small  percentage  that  are  challenged,  just  a  couple  of  per- 
cent. Maybe  1  percent  finally  ends  up  in  the  courts. 

But  I  think  it  is  important  to  understand  that  probably  the  more 
valuable  ones  are  the  ones  that  are  likely  to  end  up  being  fought 
over,  so  I  don't  want  to  underestimate  the  importance  of  making 
certain  that  we  lower  that  number  of  invalid  patents  and  increase 
the  success  rate  in  the  courts. 

Mr.  Coble.  Say  to  me  again  to  be  sure  I  am  grasping  it  correctly. 
Give  me  the  1  percent  again  as  to  what  that  applies  to. 

Mr.  Lehman.  This  year  I  think  we  receive  190,000  applications, 
and  issue  roughly  100,000  patents.  About  1,000  of  those  will  be 
challenged  in  the  courts. 

Our  current  success  rate  in  the  Court  of  Appeals  for  the  Federal 
Circuit  is  that  three-fourth  are  upheld. 

Mr.  Coble.  One  more  question. 

Commissioner,  if  the  administration  plans  for  work  force  reduc- 
tion continue  as  planned — and  I  am  heartily  in  favor  of  work  force 
reductions  generally — but  you  at  PTO  are  a  different  breed  of  cat. 
Unlike  executive  agencies,  you  have  no  control  over  how  you  can 
dictate  workload  because  your  workload,  common  sense  tells  me, 
depends  on  applications  filed. 

But  if  this  work  force  reduction  proceeds  as  planned,  you  all  will 
be  drastically  hit  as  far  as  the  reduction  of  your  force  is  concerned. 

First  of  all,  are  my  fears  well  founded?  It  will  be  a  drastic  hit 
for  PTO,  will  it  not,  as  far  as  the  reductions  are  concerned? 
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Mr.  Lehman.  Yes,  Mr.  Coble.  Your  fears  do  have  basis  in  fact. 
So  far,  we  have  done  pretty  well  with  FTE  reductions,  in  part  be- 
cause the  Commerce  Department  has  been  very  helpful  to  us  and 
has  provided  us  with  additional  FTE's. 

As  we  move  toward  trying  to  achieve  what  I  think  we  agree  is 
a  very  important  goal,  to  reduce  waste  in  the  Federal  Government 
and  to  have  as  streamlined  a  bureaucracy  as  possible,  it  becomes 
harder  and  harder  to  do  that— to  rob  Peter  to  pay  Paul. 

The  larger  objective,  what  almost  everybody  has  in  mind  with 
work  force  reductions,  is  elimination  of  programs  that  have  passed 
their  prime  and  are  no  longer  necessary.  We  have  programs  that 
were  put  into  existence  in  the  last  part  of  the  19th  century  and  the 
first  part  of  the  20th  that  aren't  necessary  today. 

We  have  other  areas  where  tax  revenue  is  being  spent  and  we 
have  to  make  hard  choices  because  we  only  have  so  much  tax  reve- 
nue and  it  is  appropriate  to  make  reductions. 

In  our  case,  neither  of  those  considerations  apply.  We  are  a  pro- 
gram which  has  more  importance  today  rather  than  in  the  past,  so 
certainly  you  can't  say  that  any  of  our  program  can  be  eliminated. 

Second,  we  do  not  use  any  taxpayer  revenue,  and  in  fact,  iron- 
ically, if  we  were  to  have  our  personnel  resources  reduced,  it  would 
reduce  our  capacity  to  generate  revenue. 

What  would  happen  is  that  patent  pendency  would  increase, 
making  it  harder  for  us  to  get  the  patents  out  of  the  door.  We  get 
paid  when  we  put  the  patent  out  the  door,  so  we  would  have  fewer 
patents  going  out  and  therefore  less  money  coming  in,  resulting  in 
a  downward  spiral  that  would  be  very,  very  dangerous  to  the  pat- 
ent system. 

Clearly,  this  is  something  that  we  need  to  work  together  to  re- 
solve, and  I  think  the  administration  has  been  very  sensitive  to 
this  problem.  I  think  we  may  be  approaching  a  time  where  it  will 
be  very  difficult  for  us  to  handle  this  internally  by  just  shifting  re- 
sources from  one  program  or  agency  within  the  Commerce  Depart- 
ment or  the  Federal  Government  to  us. 

Mr.  Coble.  All  of  us  need  to  stay  on  top  of  this  because  of  the 
5-year  phase-in.  It  would  affect  your  employees  perhaps  more  than 
that. 

Going  back  to  your  key  word  of  quality,  I  could  see  how  that 
would  fly  in  the  face  of  quality  not  being  enhanced,  but  perhaps 
being  diminished.  You  know  this  far  better  than  I,  but  I  think  you 
all  probably  are  not  in  a  good  position  to  contract  out  services  as 
would  other  agencies  be. 

Mr.  Lehman.  When  we  do  contract  out,  it  is  usually  more  expen- 
sive, thus,  putting  further  strain  on  our  financial  resources.  It  is 
important  to  realize  that  the  one  area  we  simply  cannot  cut  back 
on  is  the  number  of  examiners  in  the  trademark  and  the  patent 
areas.  We  can  make  savings  eventually  by  automating  the  mail 
room  and  various  clerical  activities,  et  cetera,  but  we  will  not  be 
able  to  reduce  the  size  of  the  examining  corps  and,  in  fact,  just  the 
opposite. 

If  we  are  going  to  have  better  quality,  then  the  examining  corps 
will  have  to  increase.  A  statistic  that  a  lot  of  people  fail  to  remem- 
ber is  that  in  a  decade,  in  10  years,  the  amount  of  prior  art — that 
is,  the  amount  of  technology — paper  that  a  patent  examiner  has  to 
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look  at  in  order  to  determine  whether  a  new  patent  claim  meets 
the  novelty  and  unobviousness  tests — has  increased  by  30  percent 
in  10  years.  Not  only  is  technology  becoming  more  sophisticated, 
but  just  the  sheer  volume  of  what  a  patent  examiner  has  to  go 
through  has  increased  at  the  same  time  the  workload  has  in- 
creased. I  think  it  is  obvious  that  we  are  not  going  to  be  able  to 
look  to  greater  efficiencies  with  the  examiners. 

Automation  does  not  particularly  help  us  with  the  examination 
process  itself.  It  helps  us  produce  better  quality  examination  by 
having  more  rapid  access  to  more  and  more  of  the  prior  art,  but 
in  the  end,  these  determinations  are  intellectual  decisions  made 
by  a  highly  trained  individual  and  which  cannot  be  made  by  a 
computer. 

Mr.  Coble.  Thank  you,  Mr.  Chairman. 

Mr.  Hughes.  It  is  obvious  that  we  are  going  to  require  more 
training. 

You  pointed  out  that  the  biochemists  have  a  great  deal  of  exper- 
tise in  biotechnology,  chemistry,  but  lack  legal  skills  for  the  exam- 
ination process.  Does  that  suggest  that  as  technology  changes  we 
are  going  to  have  to  basically  require  new  talent,  new  skills? 

Mr.  Lehman.  Yes.  In  short,  I  think  it  does. 

Mr.  Hughes.  Where  we  don't  have  that  capacity  for  those  apply- 
ing, does  it  mean  we  are  going  to  have  to  provide  in-house 
training? 

Mr.  Lehman.  We  already  do.  There  is  a  lot  of  good  about  the  Pat- 
ent and  Trademark  Office  and  a  lot  of  progress  has  been  made  over 
the  last  10  or  15  years.  One  of  the  areas  where  I  think  the  Patent 
and  Trademark  Office  has  done  a  pretty  good  job  is  with  the  Patent 
Academy  that  provides  a  series  of  training  programs  that  help  keep 
examiners  up  to  date  on  the  law. 

On  the  procedures,  we  also  have  programs  to  try  to  keep  examin- 
ers up  to  date  with  the  technology  by  sending  them  out  to  compa- 
nies, for  example,  where  they  get  training  in  what  is  going  on  in 
the  business  world. 

Mr.  Hughes.  Through  the  week,  they  receive  this  training,  hours 
of  training? 

Mr.  Lehman.  Yes.  Not  necessarily  every  week,  but  periods  of 
time  are  set  aside  for  this. 

Mr.  Hughes.  Seminars. 

Mr.  Lehman.  Yes.  Clearly  we  need  to  do  more.  We  have  plans 
on  the  drawing  board  to  do  more.  In  fact,  one  of  the  areas  where 
I  think  we  have  the  greatest  problem  right  now  is  in  legal  training, 
for  example. 

We  have  fewer  patent  examiners  who  are  lawyers  than  almost  at 
any  time  in  history.  We  have  a  program  that  we  are  evolving  to 
try  to  provide  considerably  greater  legal  training  where  we  will 
bring  law  schools  on  site  and  offer  onsite  training  at  the  Patent  and 
Trademark  Office. 

Mr.  Hughes.  What  is  our  retention  success?  What  is  the  average 
time  the  examiner  spends  at  PTO? 

Mr.  Lehman.  We  have  been  doing  a  lot  better  job  recently,  par- 
ticularly in  the  trademark  area,  and  that  partly  represents  market 
conditions  generally.  Maybe  one  of  my  colleagues  has  the  exact  re- 
tention ratio.  Eight  percent  a  year  turnover,  which  is  lower  than 
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it  has  been  in  the  past.  But  that  is  a  little  misleading  because  I 
think  the  problem  is  a  little  worse  than  that  would  suggest,  be- 
cause obviously  in  the  more  difficult  areas,  in  the  high-tech  areas, 
which  are  very  valuable  in  the  private  sector.  Also,  you  tend  to  get 
more  attrition  because  when  you  get  a  patent  examiner  who  comes 
into  the  Office  and  works  for  about  3  years,  really  learns  the  sys- 
tem and  becomes  very  valuable.  They  are  earning  about  $35,000  a 
year  in  the  Patent  and  Trademark  Office,  whereas  a  law  firm  will 
hire  them  at  $60,000  a  year,  even  without  a  law  degree.  That  is 
too  attractive  an  offer  for  some  of  these  people  to  refuse. 

Mr.  Hughes.  This  is  going  to  be  an  increasing  problem.  As  tech- 
nology advances  and  we  need  more  skills,  obviously  there  will  be 
a  tremendous  advantage  for  a  law  firm  or  some  large  corporation 
to  attract  those  with  those  kinds  of  skills. 

Mr.  Lehman.  We  are  looking  at  the  whole  compensation  struc- 
ture. One  of  the  things  that  the  administration  is  considering  is  ex- 
periments in  what  we  call  pay  banding.  That  is,  to  provide  consid- 
erably more  flexibility  in  the  pay  schedule,  instead  of  the  1  through 
15  GS  system  with  steps — to  have  broader  bands  and  give  manage- 
ment more  discretion  to  pay  within  those  bands. 

We  are  hoping  that  we  are  going  to  be  selected  as  one  of  the  ex- 
perimental agencies  to  participate  in  this  pay  banding  and  then  we 
would  immediately  put  it  to  work  on  this  very  problem  that  we  de- 
scribe. If  that  doesn't  come  to  pass,  this  may  be  something  that  we 
will  want  to  discuss  further  with  you. 

Mr.  Hughes.  It  is  obvious  that  you  are  thinking  about  that  prob- 
lem and  attempting  to  develop  a  strategy  to  deal  with  it. 

In  the  last  Congress,  we  legislated  provisions  allowing  PTO  to  ac- 
cept late  payments  on  maintenance  fees  for  unavoidable  or  unin- 
tentional delays.  The  PTO  set  a  fee  that  is  over  double  the  fee  for 
surcharges  on  other  late  payments  for  maintenance  fees. 

I  wonder  if  you  can  give  me  some  idea  briefly  of  how  that  is 
justified? 

Mr.  Lehman.  The  justifying  of  the  increase 

Mr.  Hughes.  The  doubling  of  that. 

Mr.  Lehman.  Maintenance  fees  are  justified  simply  because  we 
have  to  get  revenue.  We  have  talked  about  the  resources  that  we 
need.  I  guess  I  feel  quite  comfortable  with  the  maintenance  fee 
system. 

Mr.  Hughes.  Not  maintenance  fees.  The  doubling  for  delay,  the 
late  payment  for  unintentional  delays — double  the  fee.  We  gave  you 
authority  in  the  last  Congress,  as  I  recall,  to  basically,  through  leg- 
islation, permit  a  late  payment. 

Mr.  Lehman.  The  justification  for  a  higher  fee  is  to  encourage 
people  to  do  everything  possible  to  pay  the  fees  on  time.  The  key 
word  that  you  used  was  unintentional.  I  have  to  admit  that  I  am 
not  completely  familiar  with  what  fact  you  might  be  talking  about. 
To  the  extent  that  something  is  completely  unintentional  and  ev- 
erybody made  their  best  effort,  maybe  it  is  unreasonable. 

Mr.  Hughes.  Take  a  look  at  that,  because  the  law  requires  the 
fees  to  be  tied  to  costs,  costs  of  the  Office  for  processing,  services 
and  materials.  If  you  would  take  a  look  at  it,  we  would  appreciate 
it. 
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There  has  been  a  lot  of  controversy  surrounding  a  number  of  pat- 
ents issued  which  are  believed  to  be  very  broad  in  scope.  You  al- 
luded to  it  earlier.  The  PTO  has  conducted  a  review  of  the  inter- 
active software  patent  issued  to  Compton,  for  instance. 

What  are  the  reasons  that  prompted  the  review  and  what  is  the 
status  of  that  review? 

Mr.  Lehman.  What  prompted  that  review  is  that  as  soon  as  the 
patent  was  issued,  there  were  a  lot  of  people  in  industry  who  ob- 
jected saying  that  they  knew  of  lots  of  prior  art  and  how  could  such 
a  patent  issue?  There  were  lots  of  press  articles  in  which  people 
made  that  allegation  and,  in  addition,  around  that  time  we  were 
having,  as  I  recall,  hearings  on  patent  harmonization.  Thus,  we 
had  a  lot  of  industry  people  in  giving  testimony,  including  testi- 
mony from  the  Interactive  Multimedia  Association  representing 
300  companies  in  that  technology,  in  which  they  stated— I  don't 
think  we  put  them  under  oath,  but  they  certainly  were  subject  to 
18  U.S.C.  1001,  making  false  statements— that  you  haven't  re- 
ceived all  of  the  prior  art. 

When  you  have  that  happen,  when  people  with  some  credibility 
come  and  tell  you  that  you  have  made  a  mistake,  then  you  have 
an  obligation  to  take  a  look  and  see  whether  you  made  a  mistake 
and  not  just  stick  your  head  in  the  sand. 

So  I  ordered  the  patent  in  that  particular  case,  that  is,  the  folder, 
to  be  brought  to  my  office  and  we  went  over  it  with  the  patent  ex- 
amining staff.  The  first  thing  that  we  noticed  in  looking  at  the  file, 
I  remember  it  very  clearly,  was  that  the  examiner  had  made  the 
decision  based  solely  on  the  preexisting  patent  prior  art — the  file 
did  not  include  any  nonpatent  literature. 

This  gets  to  the  whole  question  of  appropriate  resources,  time  for 
patent  examiners,  and  encouraging  them  to  pay  more  attention  to 
quality — which  we  don't  build  in  enough  of  now.  So  that  was  a  tip- 
off  that  maybe  there  was  some  basis  in  fact  to  these  criticisms  be- 
cause we  indeed  hadn't  looked  at  the  nonpatent  prior  art. 

So  I  ordered,  initially,  a  review  of  the  nonpatent  literature  and 
indeed  a  reference  was  found.  That  happened.  Then  we  ordered  a 
reexamination.  At  that  point,  it  is  out  of  my  hands.  We  had  a  thor- 
ough objective  reexamination  process  and  after  it  was  completed, 
the  reexamining  examiner  rejected  all  of  the  claims  and  that  case 
is  now  under  appeal. 

I  don't  want  to  prejudice  the  applicant  in  that  case.  That  is  a 
matter  of  public  record.  It  is  on  appeal  and  they  can  appeal  to  the 
Board  of  Patent  Appeals  and  Interferences  and  then  ultimately  to 
the  Court  of  Appeals  for  the  Federal  Circuit  if  they  wish. 

Mr.  Hughes.  I  have  a  number  of  questions  which  I  can  submit 
to  you  in  writing.  I  don't  think  we  need  to  get  into  them  today.  I 
think  we  can  spare  you  that  unless  the  gentleman  from  California 
has  additional  questions. 

Mr.  Edwards.  No,  thank  you. 

Mr.  Hughes.  Rather  than  hold  you  until  we  vote  and  get  back, 
I  am  going  to  ask  you  to  respond  to  questions  in  writing  from  me, 
if  you  could. 

We  appreciate  your  testimony  and  it  has  been  a  good  hearing 
and  we  look  forward  to  working  with  you. 

With  that,  the  subcommittee  stands  adjourned. 
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[Whereupon,  at  11:30  a.m.,  the  subcommittee  adjourned  to  recon- 
vene subject  to  the  call  of  the  Chair.] 
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Appendix  1. — Letter  From  Hon.  William  J.  Hughes,  Chairman, 
Subcommittee  on  Intellectual  Property  and  Judicial 
Administration,  to  Bruce  Lehman,  Assistant  Secretary  of 
Commerce  and  Commissioner  of  Patents  and  Trademarks, 
Patent  and  Trademark  Office,  U.S.  Department  of 
Commerce,  July  18,  1994 


Mr.  Bruce  Lehman 

Assistant  Secretary  of  Commerce  and 

Commissioner  of  Patents  and  Trademarks 
Patent  &  Trademark  Office 
U.S.  Department  of  Commerce 
Washington,  D.C.   20231 

Dear  Commissioner  Lehman: 

Thank  you  for  your  testimony  before  the  Subcommittee  on  Intel- 
lectual Property  and  Judicial  Administration  on  June  23.  As 
indicated  at  the  hearing,  there  were  additional  questions  the 
Members  did  not  have  the  opportunity  to  ask.  It  is  requested  that 
you  respond  to  these  in  writing  so  that  the  answers  can  be  included 
as  part  of  the  hearing  record. 

1.  Your  testimony  indicated  that  you  had  recently 
restructured  the  office.  Could  you  explain  in  more  detail  why  you 
felt  this  was  necessary  and  why  you  believe  it  will  improve  the 
performance  of  agency  responsibilities? 

2.  Could  you  please  provide  more  detail  about  the 
initiatives  described  in  the  Patent  and  Trademark  Office  (PTO) 
budget  relating  to  the  Office  of  Patent  Quality  Review? 

3.  There  has  been  a  lot  of  controversy  surrounding  a  number 
of  patents  issued  which  are  believed  to  be  very  broad  in  scope. 
You  discussed  the  review  of  the  software  patent  issued  to  Compton. 
What  are  the  implications  of  the  review  for  other  controversial 
patents  such  as  the  patent  on  the  cotton  plant  and  the  medical 
process  for  cataract  surgery? 

4.  In  the  last  Congress  we  legislated  provisions  allowing 
the  PTO  to  accept  a  late  maintenance  fee  in  the  case  of  an 
unintentional  delay.  The  PTO  has  set  a  fee  for  this  filing  that  is 
over  double  the  fee  for  surcharges  paid  on  other  late  payments  of 
maintenance  fees.  How  do  you  justify  the  difference  in  these  fees? 

5.  An  increase  in  the  base  fee  for  trademark  applications 
was  approved  last  session.  What  has  been  the  impact  of  the  fee 
increase? 

(41) 
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6.  With  respect  to  employee  issues  at  the  PTO,  please  answer 
the  following: 

a.  The  PTO  has  an  active  union  of  professional  employees. 
What  are  the  current  key  labor  management  issues  and  how 
active  have  you  been  in  discussions  with  the  union  and  non- 
union employees? 

b.  Performance  bonuses  are  available  to  certain  professional 
employees.  Can  you  explain  this  program  and  why  you  think  it 
is  necessary  to  retain? 

7.  The  Intellectual  Property  Owners,  Inc.,  among  others,  has 
advocated  that  the  PTO  be  converted  into  a  quasi-governmental 
corporation.  Has  the  PTO  explored  this  concept  and  what  comments 
do  you  have  about  such  a  concept? 

8.  The  PTO  has  recently  managed  to  reduce  its  rental  costs 
made  to  the  General  Services  Administration.  The  PTO  is  facing  an 
expiration  of  its  rental  agreement.  What  is  the  status  of  the 
search  for  new  rental  space  and  the  possible  costs  for  such  space? 

9.  You  have  implemented  a  series  of  public  hearings  at  the 
PTO  on  a  number  of  issues  such  as  software  patents  and  patent 
harmonization.  What  has  been  the  value  of  these  hearings  and  has 
the  PTO  made  any  changes  based  on  these  hearings? 

10.  The  computer  automation  of  the  PTO  has  been  a  long  and 
tortuous  process  and  you  indicated  that  you  are  still  conducting  a 
thorough  review.  The  General  Accounting  Office  (GAO)  issued  a 
critical  report  of  the  PTO  automation  process  in  September  1993 
that  detailed  a  number  of  problems  with  performance  measurement 
standards,  cost  estimation,  and  constant  changes  in  scheduled 
operational  dates. 

a.  Does  the  PTO  have  an  accurate  figure  for  what  has  been 
spent  to  date  for  the  APS  (Automated  Patent  System)? 

b.  The  GAO  referred  to  certain  dates  of  deployment  expected 
by  the  PTO.  On  page  21  of  the  GAO  report,  Patent  and 
Trademark  Office,  Key  Processes  for  Managing  Automated  Patent 
System  Development  Are  Weak,  these  dates  are  listed.  Are 
these  dates  accurate  or  have  they  been  revised?  If  revised, 
please  provide  the  new  dates  of  deployment? 

c.  The  CSIR  system  (Classified  Search  and  Image  Retrieval) 
has  been  utilized  in  the  public  reading  room  for  about  a  year. 
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While  comments  have  been  generally  favorable,  complaints  have 
been  raised  about  missing  patents  and  incomplete  patents  such 
as  missing  lines  on  certain  pages  where  there  has  been  an 
incomplete  transcription.  How  are  you  handling  these  types  of 
complaints?  Is  the  vendor  responsible  for  correcting  these 
problems? 

11.  The  Patent  Depository  Libraries  around  the  country  have 
raised  concerns  that  charges  for  the  computerized  records  from  the 
PTO  will  be  set  too  high.  Has  a  decision  been  made  yet  as  to  the 
charges  and  have  these  been  a  result  of  negotiations  with  the 
libraries? 

12.  There  are  certain  private  companies  which  contend  that  if 
the  PTO  provides  online  patent  and  trademark  database  services 
there  will  be  unfair  competition  with  private  companies  because  the 
costs  will  be  subsidized  and  not  reflect  actual  costs.  How  do  you 
respond  to  such  an  argument? 

13.  There  continue  to  be  concerns  expressed  by  the 
independent  inventors  and  the  small  business  concerns  that  PTO 
policies  are  dictated  by  large  business  concerns.  Your  written 
testimony  refers  to  the  public  hearings  held  which  led  to  the 
suspension  of  harmonization  talks  as  being  responsive  to 
independent  inventors  and  small  business.  Is  there  anything  else 
that  has  been  done  to  change  this  perception? 

14.  It  has  been  brought  to  our  attention  that  there  has  been 
an  increase  in  the  number  of  "investment  companies"  that  purport  to 
assist  with  patent  applications  and  development.  What  has  been  the 
PTO's  experience  with  these  types  of  companies? 

15.  In  the  implementing  legislation  for  the  North  American 
Free  Trade  Agreementchanges  were  made  to  35  U.S. C.  §  104.  Has  the 
PTO  issued  any  proposed  regulations  for  implementation  of  this 
section? 

The  following  are  questions  Mr.  Moorehead  did  not  have  the 
opportunity  to  ask  during  the  hearing. 

16.  Does  35  U.S.C.  S  271(e)(1)  exempt  a  manufacturer  of  a 
medical  device  or  drug  subject  to  FDA  approval  from  patent 
infringement  liability  prior  to  FDA  approval  where  the  manufacturer 
has  actual  knowledge  that  a  patent  owner  claims  the  device  or  drug 
infringes  its  patent  and  the  manufacturer  intends  to  continue 
making  and  selling  the  device  or  drug  after  FDA  approval  and  before 
the  expiration  of  the  patent? 
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17.  With  reference  to  Question  16,  if  the  patent  owner  sues 
the  manufacturer  for  patent  infringement  after  FDA  approval  and 
prevails,  can  the  patent  owner  collect  damages  from  the 
manufacturer  for  any  sales  of  the  device  or  drug  that  occurred 
prior  to  FDA  approval? 

18.  Based  on  the  following  hypothetical,  please  answer  the 
questions  that  follow.  Hospital  A  is  a  FDA-approved  clinical  site 
for  manufacturer  B  who  makes  a  medical  laser  device  subject  to  FDA 
approval.  Hospital  A  purchases  a  laser  device  from  B  for  $250,000 
which  includes  $50,000  profit  for  B.  Hospital  A  then  uses  the 
laser  device  solely  for  purposes  related  to  obtaining  FDA  approval. 
The  laser  device  infringes  a  patent  owned  by  C. 

a)  Prior  to  FDA  approval,  does  35  U.S.C.  §  271  (e)(1)  exempt 
both  A  and  B  from  an  infringement  suit  by  C? 

b)  If  Hospital  A  continues  to  use  the  laser  device  after  FDA 
approval,  can  C  sue  A  for  patent  infringement? 

c)  If  the  answer  to  b)  is  yes,  and  C  prevails,  what  damages 
and  other  relief  are  available  to  C? 

d)  After  FDA  approval,  does  C  have  any  remedy  against  the 
manufacturer  B  for  sales  of  laser  devices  made  by  B  prior  to 
FDA  approval? 

e)  If  B  supports  A's  continued  use  of  the  laser  device  after 
FDA  approval  by  servicing  the  laser  device  and  supplying  A 
with  material,  non-staple  accessories  for  the  laser  device  not 
suitable  for  any  infringing  use,  can  C  sue  B  for  infringement? 

f)  If  the  answer  to  e)  is  yes,  and  C  prevails,  what  damages 
and  other  relief  are  available  to  C? 

19.  Under  the  following  hypothetical  fact  situation,  please 
answer  the  questions  that  follow.  Manufacturer  A  makes  a 
disposable  catheter  device  subject  to  FDA  approval  and  the  catheter 
sells  for  $1,000  including  $200  profit  for  A.  During  the  course  of 
the  FDA  approval  process,  A  sells  2000  catheters  solely  for  use  in 
obtaining'  FDA  approval.   The  catheter  infringes  the  patent  of  B. 

a)  Prior  to  FDA  approval  of  the  catheter,  does 
5271(e)(1)  exempt  A  from  a  patent  infringement  suit  by  B? 

b)  If  A  continues  to  make  and  sell  the  catheter  after  FDA 
approval  but  before  expiration  of  B's  patent  and  B  sues  A  and 
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prevails,  can  B  collect  any  damages  from  A  for  the  catheters 
made  and  sold  by  A  prior  to  FDA  approval? 

c)  If  the  answer  to  b)  is  no,  can  B  collect  damages  from  any 
other  party  for  the  catheters  made  and  sold  by  A  pi.  ior  to  FDA 
approval? 

d)  If,  instead  of  a  disposable  catheter  device,  the  product 
is  an  orally  administered  drug,  would  the  answers  to  a) ,  b) 
and  c)  be  the  same? 

20.  The  following  are  suggestions  for  proposed  amendments  to 
35  U.S.C.  S  156  to  eliminate  what  has  been  described  as  the 
discriminatory  interpretation  of  this  section  by  the  PTO  (deletions 
are  redlined;  additions  are  underlined)  .  Please  comment  on  these 
suggested  changes: 

35  U.S.C.  S  156(c) (1) : 

(1)  each  period  of  the  regulatory  review  period  shall  be 
reduced  by  any  period  determined  under  subsection 
(d)  (2)  (B)  during  which  the  applicant  for  fche — patent 
cxtonoion  approval  of  the  product  did  not  act  with  due 
diligence  during  such  period  of  the  regulatory  review 
period; 

35  U.S.C.  S  156(C)  (4)  : 

(4)  in  no  event  shall  more  than  one  patent  of  any  patent  owner 
be  extended  for  the  same  regulatory  review  period  for  any 
product. 

35  U.S.C.  §  156(d)  (1)  (D)  : 

(D)  a  brief  description  of  the  activities  undertaken  by  the 
applicant  for  approval  of  the  product  during  the  applicable 
regulatory  review  period  with  respect  to  the  approved  product 
and  the  significant  dates  applicable  to  such  activities. 

35  U.S.C.  S  156(d) (2) (B) (i) : 

(B) (i)  If  a  petition  is  submitted  to  the  Secretary  making 
the  determination  under  subparagraph  (A)  not  later  than  180 
days  after  the  publication  of  the  determination  under 
subparagraph  (A) ,  upon  which  it  may  reasonably  be  determined 
that  the  applicant  for  approval  of  the  product  did  not  act 
with  due  diligence  during  the  applicable  regulatory  review 
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period,  the  Secretary  making  the  determination  shall,  in 
accordance  with  regulations  promulgated  by  such  Secretary, 
determine  if  the  applicant  for  approval  of  the  product  acted 
with  due  diligence  during  the  applicable  regulatory  review 
period. . . . 

35  U.S.C.  S  156(d),  add  subsection  (5): 

(5)  An  application  for  the  extension  of  the  term  of  a  patent 
may  be  submitted  by  an  owner  of  record  of  a  patent  or  its 
agent  other  than  an  applicant  for  approval  of  the  product. 

35  U.S.C.  S  156(f),  add  subsection  (9) 

(9)   The  term  "applicant  for  approval  of  the  product"  as  used 

in  this  section  means  an  applicant  or  petitioner  who  submits 

an  application  or  petition  for  approval  of  a  product  subject 
to  regulatory  review. 

Your  cooperation  is  appreciated.  Please  provide  answers  to  these 
questions  by  July  29,  1994,  so  that  the  hearing  record  will  be 
complete. 


nam 
:hairmar 

Subcomm/ttee  on  Intellectual  Property 
and  Judicial  Administration 


47 


Appendix  2. — Letter  From  Bruce  Lehman,  Assistant  Secretary 
of  Commerce  and  Commissioner  of  Patents  and  Trade- 
marks, Patent  and  Trademark  Office,  U.S.  Department  of 
Commerce,  to  Hon.  William  J.  Hughes,  Chadiman,  September 
6,  1994 


vSfe/ 


UNITED  STATES  DEPARTMENT  OF  COMMERCE 
Patent  and  Trademark  Office 

ASSISTANT  SECRETARY  ANO  COMMSSCNER 
OF  PATENTS  ANO  TRADEMARKS 
Washington.  DC.  20231 


SEP  6     1994 


The  Honorable  William  J.  Hughes 

Chairman 

Subcommittee  on  Intellectual  Property 

and  Judicial  Administration 
Committee  on  the  Judiciary 
House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

Enclosed  are  the  responses  to  your  questions  submitted  to  the  U.S  Patent  and 
Trademark  Office  for  inclusion  in  the  record  of  the  hearing  on  the  authorization 
of  appropriations  for  the  Office  held  on  June  23,  1994.  We  have  been  advised  by 
the  Office  of  Management  and  Budget  that  there  is  no  objection  to  the  submission 
of  this  report  to  the  Congress  from  the  standpoint  of  the  Administration's 
program. 

Please  also  note  that  the  Department  is  reviewing  section  4  of  H.R.  4608,  which 
would  have  the  effect  of  exempting  the  Patent  and  Trademark  Office  from 
reductions  in  full-time  equivalent  employees  for  five  years.  The  Department  will 
supply  its  views  on  the  section  as  soon  as  that  review  has  been  completed. 


Sincerely, 


^'j.:..y/./'^^/^ 


Bruce  A.  Lehman 

Assistant  Secretary  of  Commerce  and 
Commissioner  of  Patents  and  Trademarks 

Enclosure 
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ANSWERS  TO  QUESTIONS  SUBMITTED 
BY  CHAIRMAN  HUGHES 


Question   1:     Your  testimony  indicated  that  you  had  recently 
restructured  the  office.     Could  you  explain  in  more  detail  why  you 
felt  this  was  necessary  and  why  you  believe  it  will  improve  the 
performance  of  agency   responsibilities? 

Answer:   I  believe  that  it  was  necessary  to  restructure  the  Office  as  one  of  the 
many  steps  we  needed  to  take  to  achieve  our  goal  of  providing  improved  quality 
to  our  internal  and  external  customers.   Since  1  took  over  responsibilities  as  the 
Commissioner  of  the  PTO  we  have  taken  and  have  planned  many  initiatives  aimed 
at  improving  the  quality  of  our  Office  operations.   But  no  matter  how  many 
high-tech,  cost-effective  measures  we  initiate,  I  do  not  believe  these  initiatives 
would  make  any  difference  unless  agency  morale  is  improved.   By  restructuring 
the  Office  I  hope  to  improve  morale  by  providing  the  examining  corps  with 
higher  quality  support  services  and  a  more  concrete  sense  of  teamwork. 

I  have  attached  a  copy  of  the  reorganized  PTO  (Attachment  1).  This 
reorganization,  which  was  approved  on  April  28,  has  two  primary  effects.   It 
consolidates  common  functions  that  are  presently  dispersed  among  multiple 
operating  units  and  focuses  the  chain  of  command  on  five  major  organizational 
elements. 

Each  of  the  five  organizational  elements  has  distinct  but  common  internal 
operating  responsibilities  and  reports  directly  to  the  Assistant  Secretary  of 
Commerce  and  Commissioner.   In  particular,  the  reorganization  plan 
consolidated  all  policy,  legal,  legislative  and  appellate  programs  under  the  Deputy 
Assistant  Secretary  and  Deputy  Commissioner.  The  plan  also  established  a  new 
Associate  Commissioner  as  the  principal  advisor  to  the  Assistant  Secretary  of 
Commerce  and  Commissioner  with  regard  to  planning,  budget,  financial  and 
procurement  matters;  human  resources,  administrative  programs  and  quality 
services;  information  dissemination;  and  computer  and  telecommunications 
operations.  The  reorganization  plan  assigns  responsibility  for  all  patent  and 
trademark  functions  and  activities  necessary  for  examination  of  applications 
(from  pre-examination  through  post-examination)  under  the  Assistant 
Commissioners  for  Patents  and  Trademarks,  respectively.   Furthermore,  the  new 
plan  established  a  Chief  Information  Officer  as  the  principal  advisor  to  the 
Commissioner  with  regard  to  the  evaluation  of  information  technology,  the 
architectural  design  of  automated  initiatives,  and  the  development  of  strategic 
information  technology  plans. 
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Question  2:     Could  you  please  provide  more  detail  about  the 
initiatives  described  in  the  Patent  and  Trademark  Office  (PTO) 
budget  relating  to  the  Office  of  Patent  Quality  Review? 

Answer:   The  Patent  Examining  Corps  and  the  Office  of  Quality  Review  work  as 
partners  in  the  Quality  Assurance  and  Continuous  Improvement  programs 
proposed  in  the  fiscal  year  1995  budget  initiative.  In  an  effort  to  develop  an 
effective  Continuous  Quality  Improvement  program  throughout  the  patent 
examination  process,  a  pilot  program  will  establish  two  Quality  Assurance 
Examiner  positions  in  three  patent  examining  groups.   Quality  Assurance 
Examiners  will  implement  the  Continuous  Quality  Improvement  program  by:   (a) 
conducting  customer  surveys  to  establish  baseline  performance  measures;   (b) 
developing  service  and  product  quality  standards;  (c)  analyzing  the  results  of 
subsequent  customer  surveys;  and  (d)  monitoring  and  reviewing  examiner  work 
products  to  assure  customer  service  standards  are  met,  and  to  guarantee  quality 
and  uniformity  of  examination. 


Question  3:   There  has  been  a  lot  of  controversy  surrounding  a 
number  of  patents  issued  which  are  believed  to  be  very  broad  in 
scope.     You  discussed  the  review  of  the  software  patent  issued  to 
Compton.     What  are  the  implications  of  the  review  for  other 
controversial  patents  such  as  the  patent  on  cotton  plant  and  the 
medical  process  for  cataract  surgery? 

Answer:  Reexamination  proceedings  have  been  initiated  on  the  patents  issued  on 
the  cotton  plant  (patent  numbers  5,159,135  and  5,004,863).   The  PTO  is  also 
currently  investigating  concerns  from  the  public  and  the  Congress  regarding  the 
patent  issued  on  the  medical  process  for  cataract  surgery  (patent  number 
5,080,1 1 1).  We  will  be  pleased  to  update  you  on  the  status  of  each  of  these  and 
any  other  controversial  patents  as  information  becomes  available. 

Since  the  reexamination  statute  was  enacted  in  1980,  reexamination  proceedings 
have  been  used  to  review  many  controversial  patents.   However,  because  third 
party  participation  in  reexamination  has  been  extremely  limited,  legislation  has 
been  forwarded  to  the  Congress  to  improve  third  party  access  to  the 
reexamination  process.   In  addition,  the  PTO  has  drafted  guidelines  which  set 
forth  a  new  policy  regarding  Commissioner  ordered  reexaminations  (see 
Attachment  2).   We  anticipate  that  these  changes  will  improve  the  reexamination 
process  and  thus,  improve  the  public's  confidence  in  the  patent  system. 
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Question  4:     In  the  last  Congress  we  legislated  provisions  allowing 
the  PTO  to  accept  a  late  maintenance  fee  in  the  case  of  an 
unintentional  delay.     The  PTO  has  set  a  fee  for  this  filing  that  is  over 
double  the  fee  for  surcharges  paid  on  other  late  payments  of 
maintenance  fees.     How  do  you  justify  the  difference  in  these  fees? 

Answer:   The  PTO  charges  the  following  three  types  of  surcharges  for  late 
payment  of  a  maintenance  fee: 

•  Surcharge  for  late  payment  made 

within  the  6  month  grace  period:  $130 

•  Surcharge  for  late  payment  after 

grace  period  if  delay  was  unavoidable:  $620 

•  Surcharge  for  late  payment  after 

grace  period  if  delay  was  unintentional:  $1,500 

The  PTO  realizes  that  some  patent  owners  may  not  pay  their  maintenance  fees  on 
time.  Low  surcharge  fees  are  assessed  to  those  individuals  who  pay  their 
maintenance  fees  within  the  6  month  grace  period.  However,  the  PTO  feels  that 
those  who  wait  beyond  the  6  month  grace  period  to  pay  their  maintenance  fee 
should  pay  higher  surcharge  fees.   Thus,  more  expensive  surcharges  are  imposed. 
Which  of  the  two  more  expensive  surcharges  the  patent  owner  is  required  to  pay 
depends  on  whether  the  reason  for  the  delay  was  "unavoidable"  or 
"unintentional".  The  difference  between  these  situations  is  explained  below. 

The  PTO  realizes  that  circumstances  beyond  the  control  of  a  patent  owner  may 
have  prevented  the  patent  owner  from  paying  his  maintenance  fee  within  the  6 
month  grace  period.   (For  example,  the  patent  owner  may  have  suffered  an 
illness  which  prevented  prompt  payment  of  the  maintenance  fee.)  This  type  of 
circumstance  is  deemed  "unavoidable,"  and  the  PTO  charges  the  patent  owner  the 
lesser  of  the  two  maintenance  fee  surcharges  ($620)  for  late  payment  after  the  6 
month  grace  period. 

The  highest  surcharge  is  assessed  to  those  individuals  whose  delay  is 
unintentional.   The  primary  reason  for  the  surcharge  for  unintentional  delay  in 
payment  of  a  maintenance  fee  is  higher  than  the  surcharge  for  unavoidable  delay 
is  to  discourage  patent  owners  from  using  this  outlet  as  an  avenue  to  avoid  paying 
maintenance  fees  and  still  receive  patent  protection.  The  PTO  is  concerned  that 
some  patent  owners  may  avoid  paying  maintenance  fees  and  then,  if  the  need 
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arises,  they  would  simply  have  their  patent  reinstated  by  claiming  that  the  delayed 
payment  was  "unintentional". 

This  could  lead  to  several  problems.   For  instance,  extensive  litigation  could 
result  if  another  company,  believing  that  the  rights  to  the  patent  have  expired, 
starts  manufacturing  and  selling  a  product  and  then  the  patent  owner  reinstates 
the  patent.   This  is  precisely  the  type  of  behavior  the  PTO  would  like  to 
discourage. 

Another  factor  considered  in  setting  the  surcharge  for  unintentional  delay  in 
payment  of  a  maintenance  fee  higher  than  the  surcharge  for  unavoidable  delay 
was  to  have  these  surcharges  parallel  the  statutory  fees  to  revive  an  abandoned 
application.  Consequently,  you  will  note  that  the  difference  in  statutory  fees  for 
unavoidable  ($110)  and  unintentional  ($1 170)  abandonment  correspond  to  the 
difference  in  surcharge  fees  for  unavoidable  and  unintentional  delays. 

The  following  table  provides  the  numbers  of  patent  maintenance  fees  paid  as  well 
as  surcharges  paid  from  October  1,  1993,  through  July  31,  1994: 


Fee  Type 

Amount1 

Number  Paid2 

First  Stage  Maintenance  Fee 

$48,292,805 

59,3323 

Second  Stage  Maintenance  Fee 

$56,838,407 

33,8023 

Third  Staee  Maintenance  Fee 

$13,823,105 

5,1683 

Surcharge:   within  6  months 

$567,164 

5,994 

Surcharge:   unavoidable  delay 

$5,144 

8 

Surcharge:   unintentional  delay 

$879,580 

586 

The  ratio  of  all  surcharge  payments  to  maintenance  fee  payments  is  6.7  percent 
overall.   For  the  unavoidable  and  unintentional  delay  surcharges,  the  ratio  is  0.6 
percent.  These  statistics  show  that  surcharges  in  total,  and  the  unavoidable  and 
unintentional  delay  surcharges  in  particular,  comprise  very  small  percentages  of 
maintenance  fee  actions  to  date  in  fiscal  year  1994.  This  is  not  meant  to  trivialize 
surcharge  fee  rate  amounts  nor  the  income  derived  from  these  fee  surcharges,  but 
the  point  is  that  a  majority  of  patent  owners  appear  to  pay  their  maintenance  fees 
on  schedule  and  do  not  rely  on  special  exemptions  for  having  missed  a  crucial 


The  amounts  listed  do  not  correspond  exactly  to  the  number  of  fees  paid  due  to  several  factors,  such  as  submission 
of  incorrect  fee  amounts  and  refunds. 

2  Calculated  by  dividing  total  income  by  current  fee  rate. 

3  Adjusted  for  small  entity  subsidy. 
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date.   It  should  also  be  noted  that  in  our  original  request  for  comments  on  the 
surcharge  fee  structure,  not  only  did  we  not  receive  any  adverse  comments  to  the 
surcharges,  but  one  comment  suggested  that  the  unintentional  surcharge  be  set 
higher. 


Question  5:     An  increase  in  the  base  fee  for  trademark  applications 
was  approved  last  session.    What  has  been  the  impact  of  the  fee 
increase? 

Answer:   On  December  3,  1993,  the  trademark  application  filing  fee  was 
increased  from  $210  to  S245.  The  increase  in  the  application  fee  has  not  had  any 
adverse  impact  on  trademark  application  filings.   The  planned  filing  level  for 
fiscal  year  1994  of  148,000  represents  a  six  percent  increase  over  the  139,735 
trademark  applications  filed  in  fiscal  year  1993.   The  most  recent  trademark 
application  data  indicates  that  trademark  applications  filed  for  fiscal  year  1994 
will  exceed  the  planned  filing  level. 


Question  6:    With  respect  to  employee  issues  at  the  PTO,  please 
answer  the  following: 

a)       The  PTO  has  an  active  union  of  professional 
employees.     What  are  the  current  key  labor  management 
issues  and  how  active  have  you  been  in  discussions  with  the 
union  and  nonunion  employees? 

Answer:   The  Patent  and  Trademark  Office  has  two  bargaining  units  covering 
"professional"  employees  --  the  Patent  Office  Professional  Association  (POPA), 
which  represents  Patent  Examiners  in  the  Patent  Corps  and  other  employees 
throughout  the  Office  who  are  deemed  "professional  employees"  by  the  Federal 
Labor  Relations  Authority,  and  the  National  Treasury  Employees  Union 
(NTEU),  Chapter  245,  which  represents  Trademark  Attorneys.   Another  local, 
NTEU  243,  covers  clerical,  technical,  and  administrative  positions.   There  are  a 
number  of  key  labor-management  issues  that  are  being  pursued  primarily  via  our 
joint  partnership  efforts  and  a  few  issues  of  mutual  concern  which  are  the  subject 
of  impact  and  implementation  bargaining  under  the  Federal  Labor  Relations  Act. 

The  Office  and  the  three  unions  representing  Office  employees  signed  a 
Partnership  Agreement  on  June  7,  1994.   Some  of  the  key  labor  management 
issues  we  are  pursuing  through  partnership  with  the  unions  include  a  smoking 
policy,  part-time  employment,  security  issues,  an  essential  personnel  policy,  an 
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early  dismissal  policy,  and  a  financial  disclosure  policy  for  trademark  attorneys 
and  certain  administrative  positions. 

We  concluded  negotiations  on  term  agreements  within  the  past  year  with  both 
NTEU  locals  and  are  currently  reviewing  some  complex  legal  questions  with  the 
POPA  union  on  the  status  of  its  contract.   We  are  also  currently  at  impasse  with 
POPA  over  financial  disclosure  and  computerized  search  and  retrieval  systems 
(CSIR).   Despite  our  partnership  efforts,  the  two  largest  unions,  POPA  and 
NTEU  243,  continue  to  file  numerous  grievances.   In  particular,  we  have  been 
working  for  over  a  year  with  NTEU  243  on  a  grievance  over  disparate  treatment 
they  believe  their  employees  have  experienced  over  time. 

In  addition  to  our  ongoing  efforts  under  the  umbrella  of  the  Partnership 
Agreement,  high  level  managers  and  executives  and  I  regularly  meet  with  the 
unions  to  discuss  issues  of  concern  to  them  and  to  keep  the  unions  informed  as  to 
Office  objectives  and  initiatives.   A  significant  outgrowth  of  the  partnership 
effort  has  been  to  apprise  the  unions  of  potential  changes  in  policy  or  procedures 
and  to  ensure  that  the  unions  have  a  role  in  the  planning  and  implementation  of 
Office  initiatives  that  affect  employment  conditions. 

b)       Performance  bonuses  are  available  to  certain  professional 
employees.    Can  you  explain  this  program  and  why  you 
think  it  is  necessary  to  retain? 

Answer:   The  Productivity  Gainsharing  Program  increases  incentives  to  patent 
professionals  who  significantly  contribute  to  the  Office's  Quality  Reinforcement 
and  Pendency  Reduction  Programs.   The  Program  is  separate  from  and  in 
addition  to  other  established  incentive  awards  programs,  such  as  Special 
Achievement  Awards  (SAA's). 

There  are  two  types  of  gainsharing  awards  that  can  be  earned.  The  first  is  a 
productivity  award  which  is  based  on  a  combination  of  quality  and  quantity  of 
performance.   Award  amounts,  including  SAA's,  up  to  nine  percent  of  annual 
employee  salary  can  be  earned  based  on  achievement  of  graduated  production  and 
quality  goals  for  a  complete  fiscal  year.   The  second  category  of  gainsharing 
award  is  known  as  a  pendency  reduction  award.  This  award  is  available  to  patent 
examiners  who  process  the  patent  applications  on  their  dockets  within  certain 
time  constraints.   The  pendency  award  is  a  two  consecutive  quarter  award  which 
can  be  earned  twice  each  year.   Both  awards  are  prorated  for  less  than  full  time 
activities  . 

The  gainsharing  program  has  shown  to  be  extremely  effective.  The  increased 
productivity  achieved  under  this  program  has  resulted  in  a  total  monetary  savings 
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that  has  benefited  both  the  patent  professionals  and  the  PTO.   The  program  has 
also  enabled  the  Office  to  reduce  patent  pendency  rates.  Reduced  pendency 
benefits  both  inventors,  who  are  able  to  obtain  and  exploit  their  patents  quicker 
and  the  public,  who  become  aware  of  inventions  sooner  and  thus,  can  take 
advantage  of  and  make  improvements  in  these  inventions  quicker.   Clearly 
everyone  gains  from  the  awards  program.   Thus,  we  strongly  believe  that 
continuation  of  this  program  is  essential. 


Question  7:     The  Intellectual  Property  Owners,  Inc.,  among  others, 
has  advocated  that  the  PTO  be  converted  into  a  quasi-governmental 
corporation.     Has  the  PTO  explored  this  concept  and  what  comments 
do  you  have  about  such  a  concept? 

Answer:   Past  administrations  rejected  the  notion  of  converting  the  PTO  into  a 
quasi-governmental  corporation.   We  have  not  examined  the  implications 
associated  with  converting  the  PTO  into  a  quasi-governmental  corporation,  and 
therefore  we  cannot  comment  on  this  concept. 


Question  8:    The  PTO  has  recently  managed  to  reduce  its  rental  costs 
made  to  the  General  Services  Administration.    The  PTO  is  facing  an 
expiration  of  its  rental  agreement.    What  is  the  status  of  the  search 
for  new  rental  space  and  the  possible  costs  for  such  space? 

Answer:  The  PTO  has  frequent  and  regular  contacts  with  the  General  Services 
Administration  (GSA)  senior  management  and  GSA  acquisition  staff  on  future 
PTO  space  holdings.  GSA  has  informed  us  that  their  FY  1995  proposed  budget 
for  the  Federal  Building  Fund  lists  the  PTO  as  one  of  48  candidates  for  possible 
funding.  We  have  met  with  the  Commissioner  of  the  Public  Buildings  Service  to 
lay  out  a  solicitation  and  acquisition  strategy.  GSA  staff  are  now  completing  final 
actions  on  the  PTO  space  prospectus  which  will  be  forwarded  to  the  Congress 
upon  OMB  concurrence.  PTO  management  has  also  visited  several  potential  sites 
within  the  metropolitan  area. 

GSA  has  provided  us  estimates  of  cost  and  lease  for  approximately  2,000,000  square 
feet  of  space.  The  present  value  costs  based  on  a  30  year  cost  effectiveness  analysis  are: 

1.  Lease  in  Crystal  City  $917,408,000 

2.  Lease  in  Northern  Virginia  within 

ten  miles  of  Crystal  City  and  Metrorail  $874, 1 30,000 

3.  Construct  in  Northern  Virginia  within 

ten  miles  of  Crystal  City  and  Metrorail  $817,000,000 

4.  Construct  at  the  Southeast  Federal  Center  $896,285,000 
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These  costs  are  based  on  GSA's  assumptions  that  1)  occupancy  would  occur  in 
2001;  2)  no  parking  structure  costs  would  be  constructed;  3)  the  Southeast 
Federal  Center  would  require  all  new  construction;  4)  this  analysis  provides  a 
comparison  of  four  equivalent  alternatives;  and  5)  costs  are  to  the  GSA,  as 
manager  of  Federal  properties.   Costs  to  the  PTO  may  differ. 

Question  9:  You  have  implemented  a  series  of  public  hearings  at 

the  PTO  on  a  number  of  issues  such  as  software  patents  and  patent 
harmonization.     What  has  been  the  value  of  these  hearings  and  has  the 
PTO  made  any  changes  based  on  these  hearings? 

Answer:   The  PTO,  as  well  as  the  public  hearing  participants  and  other  interested 
parties,  have  found  the  public  hearings  to  be  an  extremely  valuable  decision 
mhking  tool.  The  hearings  give  individuals  and  associations  an  opportunity  to 
offer  their  written  and  oral  comments  on  matters  affecting  their  interests.   These 
comments,  as  well  as  many  other  factors,  are  given  full  consideration  when  we 
are  studying  potential  changes  to  intellectual  property  law,  practice  or  policy. 
These  public  hearings  have  allowed  us  to  obtain  views  and  suggestions  from  a 
widely  diverse  group  of  individuals  and  associations,  that  otherwise  might  not 
have  been  factored  into  our  decision  making  process.  While  it  is  difficult  to  say 
that  we  changed  our  views,  the  information  gained  at  these  hearings  certainly 
contributed  to  our  decisions  on  harmonization  and  our  support  for  twenty-year 
patent  term  and  eighteen-month  publication. 

Question    10:     The  computer  automation  of  the  PTO  has  been  a  long 
and  tortuous  process  and  you  indicated  that  you  are  still  conducting  a 
thorough  review.     The  General  Accounting  Office  (GAO)  issues  a 
critical  report  of  the  PTO  automation  process  in  September  1993  that 
detailed  a  number  of  problems  with  performance  measurement 
standards,  cost  estimation,  and  constant  changes  in  scheduling 
operational   dates. 

a)  Does  the  PTO  have  an  accurate  figure  for  what  has  been 
spent  to  date  for  APS  (Automated  Patent  System)? 

Answer:   Yes.   According  to  financial  records,  the  PTO  has  spent  approximately 
S490  million  in  fiscal  years  1983  through  1993  on  the  Automated  Patent  System. 

b)  The  GAO  referred  to  certain  dates  of  deployment  expected 
by  the  PTO.    On  page  21  of  the  GAO  report,  Patent  and 
Trademark   Office,   Key   Processes  for  Managing  Automated 
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Patent  System     Development  are   Weak,  these  dates  are 
listed.    Are  these  dates  accurate  or  have  they  been  revised? 
If  revised,  please  provide  the  new  dates  of  deployment. 

Answer:   Some  of  the  dates  listed  in  the  GAO  report  are  accurate  and  some  have 
been  revised.   A  chart  of  the  APS  deployment  schedule  is  provided  below.   You 
will  note  that  several  of  these  milestones  are  presently  being  revised.  These 
milestones  are  noted  by  the  acronym  "TBD".   We  expect  to  have  a  final  schedule 
for  deployment  of  these  milestones  by  this  fall  and  will  be  pleased  to  provide  you 
with  updated  information  at  that  time. 


Major  Milestones 

Text  Search  replacement 
deployed 

CSIR  deployed  in 
shared  environment 

Complete  loading  of  U.S. 
patents  on  Rapid  Access 
devices 

Complete  loading  of  67 
percent  of  foreign  images 

Complete  U.S.  and  foreign 
image  data  load 

CDS  fully  deployed 

PTCS  fully  deployed 

PAM  fully  deployed 
PAM  integrated  into  APS 


APS  Schedule  Shown 
in  GAO  Report 
(reflected  in  1994 
Congressional  Budget) 

By  September  1996 
By  September  1995 
By  September  1995 

By  September  1998 

By  September  2000 

By  September  1997 

By  September  1994 

By  September  1997 
By  September  1998 


Current  APS  Schedule 
TBD 

TBD 

Completed  May  1994 

TBD 

TBD 

By  September  1997 
By  September  1994 


We  anticipate  a  legislative  mandate  to  implement  by  January  1,  1996,  processes  supported  by  automated  systems 
which  will  enable  the  early  publication  of  patent  applications.  This  will  result  in  a  redefinition  of  the  PAM  project. 
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c)       The  CSIR  system  (Classified  Search  and  Image  Retrieval) 
has  been  utilized  in  the  public  reading  room  for  about  a 
year.     While  comments  have  been  generally  favorable, 
complaints  have  been  raised  about  missing  patents  and 
incomplete  patents  such  as  missing  lines  on  certain  pages 
where  there  has  been  an  incomplete  transcription.     How 
are  you  handling  these  types  of  complaints?     Is  the  vendor 
responsible   for  correcting  these   problems? 

Answer:  In  early  1992,  we  completed  the  project  to  load  all  patent  images  from 
1790  to  the  present  on  the  high  density  optical  devices  (HDDs),  referred  to  as  the 
Backfile  Load  Project.   At  the  end  of  the  project  we  ran  a  completeness  check  of 
the  machine-readable  indices  and  found  that  about  50,000  patents  were  missing 
from  the  5.6  million  issued  patents. 

With  assistance  from  the  vendor,  we  immediately  took  action  to  find  the  missing 
patents  and  add  them  to  the  existing  data  base.  At  that  time  it  was  estimated  that 
of  the  50,000  missing  patents,  4,000  would  probably  never  be  found.   Despite  this 
projection  we  are  pleased  to  report  that  we  have  located  and  added  to  the  data 
base  all  but  45  of  the  50,000  missing  patents.  With  the  addition  of  these  missing 
patents,  the  data  base  amounts  to  30  million  pages  on-line  and  is  currently  the 
largest  image  based  system  in  the  world. 

While  the  percentage  of  missing  documents  is  extremely  low,  there  does  exist  the 
problem  that  some  23,746  patents  on  the  system  are  possibly  missing  pages.  In 
some  cases,  these  patents  were  originally  issued/printed  with  a  page  missing.  In 
other  instances,  the  pages  were  simply  lost.   We  are  presently  taking  action  to 
find  the  missing  pages  and  add  them  to  the  data  base.  At  present,  259  of  these 
23,746  patents  have  been  made  complete. 


Question   11:     The  Patent  Depository  Libraries  around  the  country 
have  raised  concerns  that  charges  for  the  computerized  records  from 
the  PTO  will  be  set  too  high.    Has  a  decision  been  made  yet  as  to  the 
charges  and  have  these  been  a  result  of  negotiations  with  the 
libraries? 

Answer:   In  response  to  public  comments  regarding  the  October  1,  1992, 
rulemaking,  we  have  decided  to  implement  an  annual  subscription  fee  instead  of 
an  hourly  fee  for  access  to  APS-Text  in  the  Patent  and  Trademark  Depository 
Libraries  (PTDLs).   The  idea  of  a  subscription  fee  was  discussed  at  the  1993  and 
1994  PTDL  Conferences. 
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A  final  rule  package  has  been  submitted  to  OMB  for  approval.  This  rule 
package,  which  has  an  October  1,  1994,  effective  date,  will  lift  the  suspension  of 
the  fee  for  access  to  APS-Text  at  a  PTDL.   However,  we  are  rescinding  the  $70 
per  hour  fee  which  was  set  on  October  1,  1992,  and  in  its  place  assessing  annual 
subscription  rates  on  PTDLs  providing  such  service.   The  basis  for  the 
subscription  rates  is  less  than  the  hourly  fee  amount  that  was  previously 
established.  The  subscription  rates  are  as  follows: 

Hourly  Rate  with 
Tiers  Annual  Usage  Annual  Subscription  Rate  Maximum  Usage 

I  0-300  hours  $2,250  $7.50 

II  301-600  hours  $6,750  $11.25 

III  601-900  hours  $11,250  $12.50 

IV  901-1200  hours  $15,750  $13.13 

V  1201-1500  hours  $20,250  $13.50 

Question   12:     There  are  certain  private  companies  which  contend  that 
if  the  PTO  provides  online  patent  and  trademark  database  services 
there  will  be  unfair  competition  with  private  companies  because  the 
costs  will  be  subsidized  and  not  reflect  actual  costs.    How  do  you 
respond  to  such  an  argument? 

Answer:   The  PTO  has  a  long  history  of  working  with  the  private  sector  in  the 
dissemination  of  patent  and  trademark  information.   A  principal  mode  of 
addressing  our  information  dissemination  mission  has  been  through  the 
"wholesaling"  of  data  in  the  form  of  our  data  base  tapes  to  private  sector  firms. 

This  effort  has  allowed  private  sector  companies  to  provide  value-added  services 
to  the  public  by  enhancing  and  repackaging  the  data  and  making  search  systems 
available  through  commercial  networks.   The  Coalition  for  Patent  Information 
Dissemination,  comprised  of  the  largest  commercial  vendors  of  patent 
information,  calls  the  PTO's  program  for  the  sale  of  data  base  magnetic  tapes 
"the  most  successful,  the  most  far-reaching,  the  most  effective  information 
dissemination  program  of  any  government  agency  -  either  here  or  abroad." 

The  PTO  will  continue  to  make  its  data  available  and  will  continue  to  use  the 
private  sector  as  the  primary  means  of  patent  and  trademark  information 
dissemination.   In  addition,  the  PTO  will  serve  the  needs  of  the  public,  especially 
the  individual  or  "independent"  inventor,  by 
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•  supplying  electronic  patent  search  capability  at  its  network  of  75 
Patent  and  Trademark  Depository  Libraries  (PTDLs);  and 

•  providing  direct  access  to  its  automated  systems  in  its  Public  Search 
Rooms  located  in  Arlington,  VA. 

This  limited  direct,  on-line  access  to  text  search  to  PTDLs  and  the  Public  Search 
Rooms  will  not  significantly  reduce  the  demand  for  services  from  the  private 
sector.   Additionally,  this  approach  allows  the  PTO  to  provide  search  capabilities 
to  all  parts  of  the  country.   The  PTO  will  conserve  valuable  resources  by 
effectively  using  existing  infrastructures,  such  as  the  INTERNET  and  the 
already-in-place  facilities  at  the  PTDLs,  where  trained  librarians,  numeric  search 
files  and  electronic  search  tools  are  available  to  the  public. 


Question    13:     There  continue  to  be  concerns  expressed  by  the 
independent  inventors  and  the  small  business  concerns  that  PTO 
policies  are  dictated  by  large  business  concerns.     Your  written 
testimony  refers  to  the  public  hearings  held  which  led  to  the 
suspension  of  harmonization  talks  as  being  responsive  to  independent 
inventors  and  small  business.    Is  there  anything  else  that  has  been 
done  to  change  this  perception? 

Answer:   Yes.   In  addition  to  the  public  hearings  on  patent  law  harmonization, 
which  were  held  last  October,  we  have  also  held  hearings  on  intellectual  property 
issues  in  the  National  Information  Infrastructure  (Nil),  on  software-related 
inventions  and,  most  recently,  on  the  nonobviousness  standard.  In  the  coming 
year  we  also  intend  to  hold  additional  hearings  on  the  Nil  as  well  as  hearings  on 
biotechnology  inventions.  To  make  these  hearings  more  accessible  to  the  public, 
where  possible  we  have  held  the  hearings  in  major  cities  throughout  the  United 
States.   For  instance,  the  software  hearings  were  held  both  in  D.C.,  and  in  San 
Jose,  California,  and  the  upcoming  Nil  hearings  will  be  held  in  D.C.,  Chicago 
and  Los  Angeles. 


Question   14:     It  has  been  brought  to  our  attention  that  there  has  been 
an  increase  in  the  number  of  "investment  companies"  that  purport  to 
assist  with  patent  applications  and  development.     What  has  been  the 
PTO's  experience  with  these  types  of  companies? 

Answer:  We  have  received  an  increasing  number  of  patent  applications  through, 
and  consumer  complaints  regarding,  invention  development  companies.  We  have 
no  statutory  authority  to  investigate  the  companies  themselves.   We  can,  however, 
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investigate  attorneys  or  agents  registered  to  practice  before  the  PTO  for  breach 
of  rules  of  practice.   We  have  investigated  some  attorneys  having  connections 
with  invention  development  companies  for  breach  of  rules  of  practice  and,  where 
appropriate,  have  taken  disciplinary  action. 

Recently,  we  have  been  working  on  this  issue  with  the  Senate's  Governmental 
Affairs'  Subcommittee  on  Regulation  and  Government  Information.   That 
Subcommittee  has  scheduled  hearings  on  invention  development  companies  for 
September  2,  1994.   We  provided  that  Subcommittee  with  numerous  items 
relating  to  such  companies.  This  includes  complaints  about  such  companies  we 
have  received,  affidavits  of  aggrieved  inventors,  and  copies  of  relevant  state  and 
federal  laws  and  court  decisions.  We  would  be  pleased  to  provide  you  copies  of 
this  information  if  you  desire. 


Question   15:        In  the  implementing  legislation  for  the  North 
American  Free  Trade  Agreement  changes  were  made  to  35  U.S.C.  § 
104.     Has  the  PTO  issued  any  proposed  regulations  for 
implementation  of  this  section? 

Answer:   Rules  have  been  drafted  and  will  be  published  in  September  to  obtain 
public  comments  before  being  issued  in  final  form. 


61 


ANSWERS  TO  QUESTIONS  SUBMITTED 
BY  CONGRESSMAN  MOORHEADl 


Question    16:     Does  35  U.S.C.  §  271  (e)  (1)  exempt  a  manufacturer  of 
a  medical  device  or  drug  subject  to  FDA  approval  from  patent 
infringement  liability  prior  to  FDA  approval  where  the  manufacturer 
has  actual  knowledge  that  a  patent  owner  claims  the  device  or  drug 
infringes  its  patent  and  the  manufacturer  intends  to  continue  making 
and  selling  the  device  or  drug  after  FDA  approval  snd  before  the 
expiration  of  the  patent? 

Answer:  By  its  language,  Section  271(e)(1)  does  not  exempt  certain  acts  from 
infringement  liability.   Rather,  it  removes  those  activities  as  acts  of  infringement 
altogether.  Accordingly,  the  making,  using  or  selling  of  a  patented  invention 
(with  some  exceptions),  solely  for  uses  reasonably  related  to  the  development  and 
submission  of  information  related  to  statutory  premarket  regulatory  review,  is 
not  an  act  of  infringement.  Actual  knowledge  that  the  invention  is  patented,  or 
the  intent  of  someone  to  continue  making  and  selling  the  invention  without 
authorization  after  FDA  approval,  are  not  explicitly  taken  into  account  by  this 
statutory  provision. 


Question   17:     With  reference  to  Question  16,  if  the  patent  owner  sues 
the  manufacturer  for  patent  infringement  after  FDA  approval  and 
prevails,  can  the  patent  owner  collect  damages  from  the  manufacturer 
for  any  sales  of  the  device  or  drug  that  occurred  prior  to  FDA 
approval? 

Answer:  Obviously  damages  for  infringement  are  not  available  unless  an 
infringing  act  takes  place.   Under  271(e)(1)  an  infringing  act  does  not  occur 
when  the  manufacturer  sells  the  devices  prior  to  FDA  approval  solely  for  uses 
reasonably  related  to  the  development  and  submission  of  information  for  the 
purpose  of  obtaining  FDA  approval.   The  fact  that  the  patent  owner  has  prevailed 
in  an  action  for  patent  infringement  by  the  manufacturer  after  FDA  approval 
does  not  affect  the  non-infringing  acts  before  FDA  approval.   Of  course,  if  any 
of  the  sales  that  occurred  prior  to  FDA  approval  were  not  solely  for  uses 


'   Questions  16  through  19  pose  certain  hypothetical  questions  regarding  patent  infringement  liability  under  Section 
271  (e)(1).  To  the  extent  that  these  questions  seek  answers  to  how  a  court  would  rule  in  a  given  case,  I  would  like 
to  note  that  legal  determinations  depend  heavily  on  the  facts  of  each  case,  and  thus,  our  answers  to  these  hypothetical 
questions  should  be  regarded  with  caution.  With  these  points  in  mind.  I  will  address  questions  16  through  19  by 
reference  to  the  statute  itself,  read  in  light  of  the  Supreme  Court  case,  Eli  Lilly  &  Co.  v.  Medtronic.  Inc.  872  F.2d 
402.  10  USPQ2d  1304,  rehg  denied,  879  F.2d  849.  1 1  USPQ2d  1649  (Fed.  Cir    1989) 
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reasonably  related  to  the  development  and  submission  of  information  for  the 
purpose  of  obtaining  FDA  approval,  the  patent  owner  would  have  a  cause  of 
action  for  infringement. 

Question  18;     Based  on  the  following  hypothetical,  please  answer  the 
questions  that  follow.     Hospital  A  is  a  FDA-approved  clinical  site  for 
manufacturer  B  who  makes  a  medical  laser  device  subject  to  FDA 
approval.     Hospital  A  purchases  a  laser  device  from  B  for  $250,000 
which  includes  $50,000  profit  for  B.    Hospital  A  then  uses  the  laser 
device  solely  for  purposes  related  to  obtaining  FDA  approval.     The 
laser  device  infringes  a  patent  owned  by  C. 

a)  Prior  to  FDA  approval,  does  35  U.S.C.  §  271  (e)  (1)  exempt 
both  A  and  B  from  an  infringement  suit  by  C? 

Answer:  Yes,  35  U.S.C.  271  (e)  (1)  appears  to  exempt  both  A  and  B  from 
infringement  suit  by  C.  The  section  is  silent  regarding  any  requirement  that 
there  be  a  nexus  between  the  manufacturer  and  the  user,  or  whether  profits  in 
sales  are  an  issue.  Accordingly,  as  long  as  the  device  was  made,  sold  and  used 
solely  for  purposes  related  to  obtaining  FDA  approval,  the  patent  has  not  been 
infringed. 

b)  If  Hospital  A  continues  to  use  the  laser  device  after  FDA 
approval,  can  C  sue  A  for  patent  infringement? 

Answer:  Yes.  If  A  continues  to  use  the  patented  laser  device  after  FDA 
approval  without  authorization  from  C,  the  patentee  could  file  an  action  for 
infringement.   After  FDA  approval,  Section  271(e)(1)  does  not  protect  A  from 
an  infringement  suit  by  C. 

c)  If  the  answer  to  b)  is  yes,  and  C  prevails,  what  damages  and 
other  relief  are  available  to  C? 

Answer:  The  court  having  jurisdiction  in  this  case  may  grant  whatever  remedies 
for  infringement  are  appropriate  in  accordance  with  chapter  29  of  title  35, 
United  States  Code. 
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d)  After  FDA  approval,  does  C  have  any  remedy  against  the 
manufacturer  B  for  sales  of  laser  devices  made  by  B  prior 
to  FDA  approval? 

Answer:   If  the  laser  devices  were  sold  by  B  prior  to  FDA  approval  solely  for 
uses  reasonably  related  to  the  development  and  submission  of  information  to 
obtain  FDA  approval,  then  B  did  not  commit  an  act  of  infringement. 

e)  If  B  supports  A's  continued  use  of  the  laser  device  after 
FDA  approval  by  servicing  the  laser  device  and  supplying  A 
with  material,  non-staple  accessories  for  the  laser  device 
not  suitable  for  any  infringing  use,  can  C  sue  B  for 
infringement? 

Answer:  Depending  on  all  the  facts  in  this  case,  the  court  having  jurisdiction 
would  have  to  decide  whether  B  has  incurred  liability  as  a  contributory  infringer 
under  35  U.S.C.  271  (e),  which  provides  for  such  liability  if,  among  other  things, 
non-staple  material  is  supplied  that  is  not  suitable  for  substantial  non-infringing 
use. 

f )  If  the  answer  to  e)  is  yes,  and  C  prevails,  what  damages  and 
other  relief  are  available  to  C? 

Answer:  The  answer  is  the  same  as  that  to  question  18(c). 


Question   19:     Under  the  following  hypothetical  fact  situation,  please 
answer  the  questions  that  follow.    Manufacturer  A  makes  a  disposable 
catheter  device  subject  to  FDA  approval  and  the  catheter  sells  for 
$1,000  including  $200  profit  for  A.     During  the  course  of  the  FDA 
approval  process,  A  sells  2000  catheters  solely  for  use  in  obtaining 
FDA  approval.    The  catheter  infringes  the  patent  of  B. 

a)     Prior  to  FDA  approval  of  the  catheter,  does  §  271  (e)  (1) 
exempt  A  from  a  patent  infringement  suit  by  B? 

Answer:  Since  sales  of  the  patented  device  solely  for  use  in  obtaining  FDA 
approval  are  not  acts  of  infringement,  A  would  not  be  liable  to  B  for  patent 
infringement. 
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b)  If  A  continues  to  make  and  sell  the  catheter  after  FDA 
approval  but  before  expiration  of  B's  patent  and  B  sues  A 
and  prevails,  can  B  collect  any  damages  from  A  for  the 
catheters  made  and  sold  by  A  prior  to  FDA  approval? 

Answer:  Infringement  after  FDA  approval  does  not  affect  the  non-infringing 
acts  before  FDA  approval.  Accordingly,  B  will  not  be  able  to  collect  damages 
for  A's  non-infringing  acts  prior  to  FDA  approval. 

c)  If  the  answer  to  b)  is  no,  can  B  collect  damages  from  any 
other  party  for  the  catheters  made  and  sold  by  A  prior  to 
FDA  approval? 

Answer:  Depending  on  the  facts,  B  has  a  cause  of  action  against  parties  that  used 
or  resold  catheters  made  and  sold  prior  to  FDA  approval,  if  such  use  or  resale 
was  not  reasonably  related  to  the  development  and  submission  of  information 
necessary  to  obtain  FDA  approval.   After  FDA  approval,  B  would  have  a  cause 
of  action  against  anyone  who  made,  used,  or  sold  the  catheter  without  B's 
authorization  prior  to  the  expiration  of  the  patent. 

d)  If,  instead  of  a  disposable  catheter  device,  the  product  is  an 
orally  administered  drug,  would  the  answers  to  a),  b)  and  c) 
be  the  same? 

Answer:  The  answers  to  a),  b)  and  c)  apply  to  all  patented  inventions  that  are 
subject  to  a  Federal  law  which  regulates  the  manufacture,  use,  or  sale  of  drugs  or 
veterinary  biological  products.  The  only  exception  in  Section  271  (e)  (1)  relates 
to  new  animal  drug  or  veterinary  biological  products  that  are  primarily 
manufactured  using  biotechnological  methods. 


Question   20:     The  following  are  suggestions  for  proposed 
amendments  to  35  U.S.C.  §  156  to  eliminate  what  has  been  described 
as  the  discriminatory  interpretation  of  this  section  by  the  PTO 
(deletions  are  redlined;  additions  are  underlined).     Please  comment 
on  these  suggested  changes: 

35  U.S.C.  §   156  (c)  (1)  : 

(1)  each  period  of  the  regulatory  review  period  shall  be  reduced 
by  any  period  determined  under  subsection  (d)  (2)  (b)  during 
which  the  applicant  for  the  patent  extension  approval  of  the 
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product  did  not  act  with  due  diligence  during  such  period  of  the 
regulatory   review  period; 

35  U.S.C.  §  156  (c)  (4)  : 

(4)  in  no  event  shall  more  than  one  patent  of  anv  patent  owner 
be  extended  for  the  same  regulatory  review  period  for  any 
product. 

35  U.S.C.    §  156  (d)  (1)  CD)  : 

(D)  a  brief  description  of  the  activities  undertaken  by  the 
applicant  for  approval  of  the  product  during  the  applicable 
regulatory  review  period  with  respect  to  the  approved  product 
and  the  significant  dates  applicable  to  such  activities. 

35  U.S.C.  §  156  (d)  (2)  (B)  (i)  : 

(B)  (i)    If    a  petition  is  submitted  to  the  Secretary  making  the 
determination  under  subparagraph  (A)  not  later  than  180  days 
after  the  publication  of  the  determination  under  subparagraph 
(A),  upon  which  it  may  reasonably  be  determined  that  the 
applicant  for  approval  of  the  product  did  not  act  with  due 
diligence  during  the  applicable  regulatory  review  period,  the 
Secretary  making  the  determination  shall,  in  accordance  with 
regulations  promulgated  by  such  Secretary,  determine  if  the 
applicant  for  approval  of  the  product  acted  with  due  diligence 
during  the  applicable  regulatory  review  period.... 

35  U.S.C.  §  156  (d)  ,  add  subsection  (5)  : 

(5)  An  application  for  the  extension  of  the  term  of  a  patent 
may  by  submitted  by  an  owner  of  record  of  a  patent  or  its  agent 
other  than  an  applicant  for  approval  of  the  product. 

35  U.S.C.  §  156  (f),  add  subsection  (9)  : 

(9)    The  term  "applicant  for  approval  of  the  product"  as  used  in 
this  section  means  an  applicant  or  petitioner  who  submits  an 
application  or  petition  for  approval  of  a  product  subject  to 
regulatory    review. 
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Answer:   At  present,  the  statute  requires  that  the  patent  owner  or  his  agent  be  the 
applicant  for  a  patent  term  extension  (35  U.S.C.  §  156  (d)  (1)),  and  that  the 
activities  of  that  applicant  during  the  regulatory  review  period  be  detailed  as  one 
of  the  requirements  to  obtain  extension  of  the  patent  term  (35  U.S.C.  §  156  (d) 
(1)  (D)).  The  proposed  changes  illustrate  other  instances  in  section  156  that, 
under  present  law,  require  that  the  applicant  for  a  patent  term  extension  be  the 
patent  owner  or  his  agent.  The  proposed  changes  to  section  156,  however,  offer 
the  possibility  of  patent  term  extension  to  a  patent  owner  who  is  not  involved  in 
the  regulatory  review  process  in  any  manner. 

The  purpose  of  the  Patent  Term  Restoration  Act  of  1984,  that  added  section  156 
to  title  35,  United  States  Code,  was  to  restore  to  the  patent  owner  a  portion  of  the 
effective  patent  term  that  he  or  his  licensee  lost  to  costly  and  time-consuming  pre- 
market  regulatory  procedures.   By  providing  for  such  a  patent  term  extension, 
Congress  sought  to  restore  the  incentive  to  make  the  investments  necessary  to 
bring  a  product  to  market,  where  the  public  can  enjoy  its  benefits.   A  patent 
owner  who  does  not  attempt  to  obtain  regulatory  approval  for  his  product  has  not 
lost  any  patent  term  to  the  regulatory  approval  process. 

The  proposed  changes,  however,  would  permit  a  patent  owner,  who  has  either  no 
interest  in  obtaining  market  approval  or  who  is  unable  to  interest  others  to  do  so, 
to  delay  the  invention's  falling  into  the  public  domain  at  the  expiration  of  the 
regular  patent  term,  simply  because  another  party  sought  to  obtain  market 
approval  for  a  product  that  cannot  be  marketed  at  any  rate  without  authorization 
by  the  patent  owner  until  the  patent  expires.  In  our  opinion,  this  could  be  an 
undeserved  windfall  that  was  not  intended  by  Congress  when  enacting  the  law 
providing  for  patent  term  restoration.  We  do,  however,  wish  to  point  out  that  we 
cannot  take  an  official  position  on  these  proposed  changes  until  they  are  actually 
introduced  before  Congress. 
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Appendix  3.— Material  Provided  by  the  Patent  and  Trademark 
Office  (Cost  Analyses  of  Labor  Expenditures,  Outside 
Contracting,  an  Organizational  Chart) 


Over  the  past  several  years,  the  PTO  has  contracted  out  (through  the  A-76  process) 
nearly  200  technical/administrative  positions    A  focused  analysis  indicates  that  the 
contracting-out  of  Federal  functions  is  not,  in  the  long  run,  cost  beneficial.  For  three 
contracts  that  were  released  in  the  mid-1980's,  a  comparison  of  Federal  labor  rates 
versus  those  of  the  contractor  does  not  support  cost  benefits 

Comparison  of  Labor  Costs 
Contractor  vs.  Federal 

(dollars  in  thousands) 


Contract 

Staff  Years 

Contractor 
Cost 

Federal 
Cost* 

Variance: 

Contractor  vs. 

Federal 

Patent  File 
Maintenance 

47 

$2,763.0 

$2,228.2 

$5348 

Search  Room 

& 

Repository  File 

Maintenance 

59 

$1,505.8 

$1,298.5 

$207.3 

Patent  Copy 
Sales 

23 

$     782.3 

$    5452 

$2372 

Total 

129 

$5,051.2 

$4,071.9 

$979.3 

*  Estimated  on  the  basis  of  an  average  GS-5  salary. 


68 


COST  ANALYSIS 
CONTRACTING  OUT  VS.  IN-HOUSE  PERFORMANCE  OF  FUNCTIONS 


Patents  File  Maintenance 

Ba^Penod     11/01/93-4/30/94 


Refiling    38.067  hn 

File  Expansion    8.431  hn 

PCFP    6.149  hn 

DFP   1218hn 

List  Missing   390  hn 

FTP    34.511  hn 

Foreign  Patent  Cop>ing  2.174  hn 

Fixed  surplus  storage  [$13,152] 
Fi.\ed  management/overhead  7.280  hn 

TOTALS 

Total  contract  cost  for  the  base  period 
of  six  months. 

Total  whole  year  estimates 


Staff 
Years 
is  23 
404 
2  94 
0  58 

0  19 
16  53 

1  04 


3  49 


47.04 


Estimated 
Contract  Cost 


$1,381,519 
$2,763,038 


Estimated 
In-House  Cost 


Difference 


$1. 114.080' 
$2,228,160' 


$267,439" 
$534,878" 


•  Estimated  on  the  basis  of  an  average  GS-5  salary^ 
••  Estimated  savings  do  not  account  for  the  cost  of  PTO- 
COTR's  associated  with  the  contract 
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PSA  File  Maintenance 

Base  Period  08-0 1'93  -0"  31 -94 


Siaff 
Years 


Estirruied 
Contran  Cost 


Esunuied 
In-House  Cosi 


Differer,:-. 


Operauon  of  Lhe  Trademark  Search 
Libran 

Operation  of  Lhe  Paicni  Search  Room 

Operauon  of  the  Repository  Storage 
Facihues 

TOTALS 


13 
18 

J! 
59 


$.*::.s:o 

$440,476 

$74:, 86: 

$1,505,858 


$1,298,527* 


$207.33J» 


Patent  Copy  Sales 

Contract  Period    12/1/93  •  1 1/30/94 


StafT 
Yean 


Estimated 
Contract  Cost 


Esu  mated 
In-House  Cost 


Difference 


Copy  fulfillment  45,520  hrv 


21  8 


$782,316 


S545.I&8* 


$237,128* 


•  Estimated  on  the  basis  of  an  average  GS-5  salary 
•*  Estimated  savings  do  no<  account  for  Lhe  cost  of  PTO- 
COTR's  associated  with  the  contract 
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Appendix  4. — Statistical  Data  Extracted  From  the  Patent 
and  Trademark  Office  Annual  Report  for  Fiscal  Year  1993 


Table  4 
INCOME  FROM  FEES 

(In  Thousands  of  Dollars) 


Source  ol  Income  FY  1990  FY  1991  FY  1992  FY  1993 


PATENT  PROCESS  FEES.  LARGE  ENTITY 

Utility  Patent  Applications  &  Claims 47.987 

Design  Patent  Applications  719 

Plant  Patent  Applications 40 

Reissue  Patent  Applications  &  Claims 144 

National  Stage  Filing  Fees 2.312 

Extensions  ol  Time 16,949 

Appeals  &  Briefs 1.898 

Petitions.  Disclaimers  &  Revivals 2.000 

Utility  Patent  Issues 40,356 

Design  Patent  Issues 793 

Plant  Patent  Issues  20 

Maintenance 29.025 

Other  Large  Entity  Fees 399 


78.691 

87.942 

96.901 

1.005 

1.226 

1,325 

73 

51 

89 

311 

306 

395 

2.726 

4.893 

5.736 

27.959 

32,110 

35.576 

3,558 

4.344 

4.827 

2.932 

4,182 

6.484 

67.122 

76.581 

81,316 

1.391 

1.622 

1.803 

66 

101 

106 

55.000 

86,413 

115.490 

633 

887 

803 

Subtotal,  Large  Entity 141,497             240.095             297,938          346.256 

PATENT  PROCESS  FEES.  SMALL  ENTITY 

Utility  Patent  Applications  &  Claims 10,445 

Design  Patent  Applications  641 

Plant  Patent  Applications 32 

Reissue  Patent  Applications  &  Claims 30 

National  Stage  Filing  Fees 349 

Extensions  of  Time 3,234 

Appeals  &  Briefs 278 

Petitions.  Disclaimers  &  Revivals 444 

Utility  Patent  Issues 8.731 

Design  Patent  Issues 552 

Plant  Patent  Issues  33 

Maintenance 3,550 

Other  Small  Entity  Fees 2 


16.393 

19,973 

22.135 

1.008 

1,079 

1.236 

49 

46 

42 

53 

76 

70 

397 

768 

899 

4,967 

5,754 

6.718 

472 

597 

687 

694 

739 

866 

14.502 

16.627 

16.668 

899 

1.073 

1.376 

48 

63 

93 

6.112 

11.078 

16.291 

3 

4 

18 

Subtotal.  Small  Entity 28.319               45,594               57,873            67.081 

MISCELLANEOUS  PATENT  PROCESS  FEES 

Statutory  Invention  Registrations 43 

Surcharges  lor  Late  Payments 3,813 

Other  Patent  Process  Fees 1,147 

Subtotal.  Misc  Patent  Process  Fees  ...  4,964 

Total  Patent  Process  Fees 174.819             291.425             363.481          423.412 


55 

128 

105 

4.306 

4.818 

5,357 

1,375 

2.724 

4.613 

5.736 

7.670 

10.075 
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Table  4  continued 
INCOME  FROM  FEES 

(In  Thousands  ol  Dollars) 

Source  ol  Income  FY  1990 
TRADEMARK  PROCESS  FEES 

Applications 22,454 

Renewals 2,128 

Amendments  &  Disclaimers 99 

Use/Non-Use  Affidavits 5,224 

Cancellations  &  Oppositions 791 

TTAB  Appeals 65 

Intent  to  Use 0 

Other  Trademark  Processing  Fees 233 

Trademark  Service  Fees 1,424 

Total  Trademark  Process  Fees 32,428 

SERVICE  FEES 

Patent  Copy  Sales 4,429 

Farecards  for  Copy  Machines 1,838 

Certified  Copies  of  Office  Records 1,264. 

Certificates  of  Correction "  245 

Abstracts  of  Title .          16. 

Recording  Assignments 1,475 

Disclosure  Document 161 

Re-examination  Requests 554 

Automated  Search  Room  Services 111 

PCT  Applications 5,630 

Miscellaneous  Services 860 

Total  Service  Fees ""  16,583 

TOTAL  INCOME  FROM  FEES....  223330 


FY  1991 


FY  1992 


FY  1993 


21,313 

24,547 

29,144 

2.034 

1355 

2,152 

83 

75 

66 

5,638 

r 

4,224 

4,492 

842 

989 

1.188 

75 

92 

125 

1,612 

3,181 

6,042 

134 

228 

322 

1,325 

2,387    | 

3,178 

33,073 

I 

.37.559  . 

• 
• 

46,710 

4,588 

f' 

_  5JB36 

5.642 

2,020 

t  3,821 

4,444 

1,433 

,-.   _. 

1.495'  -: 

1,964 

268 

§F 

259   ' 

461 

15 
1,427 

*£&  1«2 .; 

p.        5,546 

251 

6,979 

174 

\    231 

214 

555 

I 

;-,    686  : 

754 

214 

241 

254 

8,151 

6,956 

5,380 

974 

1,561 

1,898 

19.819 


344317 


26,774 


427314 


27,241 


498,364 
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Table  6 
PATENT  APPLICATIONS  FILED 

(FY  1973-  1993) 


Year 


Utility 


Design 


Plant 


1973 100,900 

1974 103,479 

1975 101,283 

19762 101,807 

19772 101,821 


1978. 

1979. 

1980. 

1981  . 

1982. 

1983. 

1984. 

1985. 

1986. 

1987. 

1988. 

1989. 

1990. 

1991 

1992. 

1993.. 


100.473 
99,516 
104,219 
106.828 
116,052 
96,847 
109,010 
115,893 
120,988 
125,677 
136,253 
150,418 
162,708 
166,765 
171.623 
173.619 


Chemical,  electrical,  ana  mechanical  applications 
The  Transition  Quarter.  July  1,  1976.  to  September 


5.541 

109 

4.948 

109 

5,75* 

163 

6.838 

144 

7.186 

202 

7.440 

171 

7.070 

166 

7.269 

186 

7,197 

147 

8.069 

193 

8,256 

231 

8.446 

248 

9,504 

244 

9.792 

291 

10.766 

364 

11,114 

377 

11.975 

418 

11.140 

395 

10,368 

414 

12,907 

335 

13,546 

362 

30.  1976.1 

ias  been  omitted 

Reissue 


Table  7 
SUMMARY  OF  PENDING  PATENT  APPLICATIONS 

(as  ol  September  30,  1993) 


Total 


382 

106.932 

391 

108,927 

465 

107,662 

438 

109.227 

564 

109,773 

660 

108.744 

657 

107.409 

641 

112,315 

538 

114.710 

486 

124,800 

370 

105J04 

281 

117,985 

290 

125,931 

332 

131,403 

366 

137.173 

439 

148,183 

495 

163,306 

468 

174,711 

536 

178,083 

581 

185,446 

572 

188,099 

Stage  ol  Processing 


IN  PREEXAMINATION  PROCESSING 

UNDER  EXAMINATION 

Awaiting  First  Action  by  Examiner 

Rejected,  Awaiting  Response  by  Applicant 

Amended,  Awaiting  Action  by  Examiner 

In  Interference 

On  Appeal  and  Other1 

Total  Under  Examination 

IN  POSTEXAMINATION  PROCESSING 

Awaiting  Issue  Fee 

Awaiting  Printing2 

D-10s  (secret  cases  in  condition  for  allowance)  

Total  in  Postexamination  Processing 

TOTAL  PENDING  IN  PATENT  AND  TRADEMARK  OFFICE 


Utility,  Plant, 
and  Reissue 

Applications 


Design 
Applications 


18,952 

63,479 

109,821 

22,450 

1,516 

8,860 


548 

13,229 

4.830 

746 

15 

200 


Total  Patent 
Applications 

19,500 

76,708 
114,651 

23,196 
1,531 
9.060 


206,126 

28,070 

24,471 

3,898 


19.020 

3.279 

2,465 

0 


225.146 

31,349 

26,936 

3,898 


56,439 
281,517 


5,744 
25,312 


62,183 
306.829 


Includes  cases  on  appeal  and  undergoing  petitions 
Includes  withdrawn  cases 
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Table  8 

PATENTS  PENDING  PRIOR  TO  ALLOWANCE1 

(FY  1974-  1993) 


Year 


Awaiting  Action 
by  Examiner 

Total 

Applications 

Pending2 

47,411 

162,447 

41,916 

146,464 

43,776 

142,379 

60,706 

144,542 

57.031 

144,056 

50,085 

151,702 

64,289 

167.533 

71,033 

181,727 

87,659 

216.509 

102,532 

223,101 

Year 


Awaiting  Action 
by  Examiner 

Total 

Applications 

Pending2 

90,687 

219,567 

90,648 

215.512 

80,547 

207,774 

65.010 

209,911 

75,678 

215,280 

92,377 

222,755 

104.179 

244,964 

104,086 

254,507 

112.201 

269,596 

99,904 

244,646 

1974.. 

1975.. 

19763 

19773 

1978... 

1979.. 

1980... 

1981... 

1982... 

1983... 


1984. 
1985. 
1986. 
1987. 
1988. 
1989. 
1990. 
1991  . 
1992. 
1993. 


1   Pending  at  end  ol  period  indicated  including  utility,  reissue,  plant,  and  design  applications    Does  not  include  allowed  applications 

Applications  under  examination,  including  those  in  preexamination  processing 
3  The  Transition  Quarter.  July  1.  1976.  to  September  30.  1976.  has  been  omitted 


Table  9 
PATENTS  ISSUED1 

(FY  1974 -1993) 

Fiscal  Year 

Utility2 

Design 

Plant 

Reissue 

Total 

1974 

79,300 
70,179 
75,325 
67,972 
65,963 
51,686 
56,618 
66,617 
59,449 
54,744 
66,753 
69,667 
71,301 
82.141 
77.317 
95,831 
88,974 
91,822 
99,405 
96,676 

4.439 
3,632 
4,781 
4,261 
3,797 
3,269 
4,167 
3,882 
5,299 
4,401 
4,935 
5,058 
5,202 
6,158 
5,740 
5,844 
7.176 
9.386 
9.612 
9,946 

211 
155 
195 
164 
194 
151 
137 
168 
120 
219 
174 
277 
227 
240 
283 
728 
295 
318 
336 
408 

367 
398 
434 
435 
366 
312 
305 
343 
284 
351 
287 
300 
263 
254 
244 
309 
282 
334 
375 
302 

84,317 

1975 

74,364  3 

19764 

80.7353 

19774  

72.832 

1978 

70.320 

1979 

55,418 

1980 

61.227 

1981 

71.010 

1982 

65.152 

1983 

59.715 

1984 

72.149 

1985 

75,302 

1986 

76.993 

1987 

88,793 

1988 

83,584 

1989 

102.712 

1990 

96,727 

1991 

1992 

101,860 
109.728 

1993 

107,332 

1  Excludes  withdrawn  numbers  beginning  with  FY  1978. 

2  Chemical,  electrical,  and  mechanical  applications. 

3  In  1975.  under  the  trial  voluntary  protest  program  (now  abolished),  an  additional  667  applications  were  published,  but  not  Issued 

In  1976.  there  were  1.303  published,  but  not  issued 

4  The  Transition  Quarter.  July  1,  1976.  to  September  30.  1976.  has  been  omitted 
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Table  14 
PATENTS  ISSUED  TO  RESIDENTS  OF  THE  UNITED  STATES 

(FY  1990-  1993) 1 

State/Territory WO 1951  1952  1995" 

Alabama 352 357 35?  3TT 

Alaska 36  43  54  52 

Arizona 694  855  921  903 

Arkansas 131  152  170  162 

California 7,723  8.423  9,284  9.216 

Colorado 798  851  954  995 

Connecticut 1.503  1.503  1,842  1,701 

Delaware 441  491  553  491 

District  of  Columbia 4B  67  67  62 

Florida 1,868      .  1,888  2,114  2,086 

Georgia..  715  720  793  879 

Hawaii 78-78  85  83 

Idaho 187  221  261  320 

Illinois 2,872  3.040  3£55  3,275 

Indiana 1,011  1,108  1,123  1,070 

Iowa 381  390  417  442 

Kansas 300  321  329  319 

Kentucky 305  333  329  310 

Louisiana 475  491  537  484 

Maine 118  104  130  .  120 

Maryland 837  937  1,070        .  1,058 

Massachusetts 2,069      ■*  2,105  2,445  2.428 

Michigan 2,644     -  2.830          .  '•        3.153      >•  2.981 

Minnesota 1.443  1.447  1,631  1.702 

Mississippi  ■  :?.    131  111  144     *  ;  136 

Missouri .  675  '    '  770  832  759 

Montana.  74  85  100  114 

Nebraska 156     . '"  149  182  191 

Nevada  117  j     I'  185         |  172,      I  152 

New  Hampshire 319  333  361  403 

NewJersey 3,027  3.218  3,189  3.145 

New  Mexico 187  232  261  237 

New  York 4,319'  4,815  6,047  5.083 

North  Carolina 823  942         .  933  1,049 

North  Dakota SO  63  63      'I  66 

Ohio 2,703  2,714  3,073  2,929 

Oklahoma 613  612  672  653 

Oregon 625  670  686  819 

Pennsylvania  2,756  2,799  3,027  2,893 

Puerto  Rico 20  13  28  17 

Rhode  Island 181  222  237  270 

South  Carolina 396  428  476  517 

South  Dakota 3  39  35  47 

Tennessee 547  568  594  601 

Texas 3110  3,302  3,704  3,695 

Utah 339  402  448  448 

Vermont..  131  132  122  149 

Virgin  Islands 2  2  2  3 

Virginia 802  870  1,013  983 

Washington 929  1.016  1,077  1,036 

West  Virginia 163  179  174  202 

Wisconsin 1,238  1.207  1,342  1,314 

Wyoming 30  47  36  39 

U.S.  Pacific  Islands2 110  1 

United  States3 10  0  0 

Total 51,526  54.882  59,760  59.405 

Data  includes  utility,  design,  plant,  and  reissue  patents 

2  Represents  residents  ot  Amencan  Samoa,  Guam,  and  miscellaneous  U.S.  Pacific  Islands. 

3  No  state  indicated  in  database. 
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Table  15 
UNITED  STATES  PATENT  APPLICATIONS  FILED 
RESIDENTS  OF  FOREIGN  COUNTRIES 

(FY  1989-  1993)1 

Residence  1989  1990  1991 

Albania 0  1  1 

Algeria 1  0  1 

Antigua  &  Barbuda 0  0  0 

Argentina 41  57  51 

Armenia 0  0  0 

Australia 1.002  990  844 

Austria 566  575  528 

Bahamas 8  7  1 

Barbados 0  1  0 

Belarus 0  0  0 

Belgium 624  630  619 

Belize 1  0  0 

Bermuda  4  3  4 

Brazil 107  113  103 

British  Virgin  Islands  2  0  0 

Brunei 2  0  0 

Bulgaria 34  36  7 

Burma 2  1  0 

Canada  3,729  3,965  3,905 

Cayman  Islands 13  2 

Chile 12  10  13 

China  (Mainland) 114  122  109 

China  (Taiwan) 1,706  2,221  2,541 

Colombia 7.10  9 

Comoros 0  0  1 

Costa  Rica 1  8  3 

Croatia 0  0  0 

Cuba  0  0  4 

Cyprus 2  1  1 

Czechoslovakia 82  49  30 

Denmark 365  408  455 

Dominican  Republic 1  1  1 

Ecuador 5  4  1 

Egypt 1  5  4 

Finland 516  582  616 

France 4,632  4,838  4,948 

Germany,  Dem.  Republic  of2 52  34 

Germany,  Fed.  Republic  of2 11,660  11,702  10,952 

Ghana 0  0  0 

Greece 26  30  21 

Table  15  continued 


BY 


1992 


1993 


1 

0 

0 

1 

1 

1 

59 

65 

1 

0 

905 

853 

563 

507 

5 

8 

0 

0 

2 

6 

676 

666 

0 

0 

2 

1 

115 

106 

2 

1 

0 

0 

9 

0 

0 

0 

3,975 

4,196 

2 

1 

9 

13 

133 

124 

2,957 

3,370 

13 

4 

0 

0 

6 

5 

0 

3 

6 

0 

2 

2 

34 

28 

397 

496 

1 

1 

1 

5 

9 

6 

531 

576 

4,757 

4,554 

10,851 

10,550 

0 

1 

26 

23 
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UNITED  STATES  PATENT  APPLICATIONS  FILED  BY 
RESIDENTS  OF  FOREIGN  COUNTRIES 

(FY  1989-  1993)1 

Residence  1989  1990  1991 

Guatemala 4  2  1 

Guinea 0  0  0 

Guyana 0  1  1 

Haiti  0  0  2 

Honduras 2  0  1 

Hong  Kong 272  265  253 

Hungary 200  131  107 

Iceland 5  4  5 

India 48  64  52 

Indonesia 4  3  9 

Iran 7  5  7 

Iraq 3  3  0 

Ireland  107  122  128 

Israel 596  632  663 

Italy 2,198  2,265  2,209 

Jamaica 1  1  4 

Japan 32,370  34,309  36,489 

Jordan  2  2  5 

Kenya 0  3  1 

Korea,  Dem.  Peoples  Rep.  of 12  22  11 

Korea,  Rep.  of 593  768  1,132 

Kuwait 9  4  1 

Lebanon 2  0  2 

Liechtenstein 15  9  18 

Lithuania 0  0  0 

Luxembourg 42  41  48 

Macau 0  0  0 

Malaysia 17  14  25 

Mali 0  1  0 

Malta 0  1  0 

Mauritius 0  0  1 

Mexico 93  71  114 

Monaco 5  5  5 

Morocco 0  0  0 

Nauru 0  0  1 

Netherlands 1,726  1,740  1.580 

Netherlands  Antilles 0  0  0 

Neutral  Zone 0  0  1 

New  Caledonia 1  0  0 

Table  15  continued 

UNITED  STATES  PATENT  APPLICATIONS  FILED  BY 

RESIDENTS  OF  FOREIGN  COUNTRIES 


1992 


1993 


3 

1 

1 

0 

0 

0 

0 

1 

0 

0 

315 

303 

86 

61 

16 

4 

56 

54 

15 

11 

1 

9 

0 

0 

118 

102 

747 

833 

2,345 

2,159 

1 

1 

38,135 

36,148 

0 

0 

3 

2 

6 

0 

1,444 

1,512 

2 

1 

0 

2 

14 

14 

0 

1 

58 

49 

0 

1 

24 

18 

0 

0 

3 

3 

0 

1 

104 

92 

5 

6 

4 

2 

0 

0 

1,579 

1,548 

0 

2 

0 

0 

0 

1 
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(FY  1989-  1993) 1 


Residence  1989  1990  1991  1992  1993 


New  Zealand 133  142 

Nicaragua 0  0 

Nigeria 0  3 

Norway .  166  170 

Oman 0  0 

Pakistan 0  1 

Panama 1  3 

Peru 9  2 

Philipv.nes 20  8 

Poland 27  17 

Portugal 11  13 

Romania 2  1 

Russian  Federation *  0  0 

Saudi  Arabia  17  5 

Senega '  0  0 

Singapore 31  45 

Slovenia 0  0 

Solomon  Islands 1  0 

South  Africa 235  208 

Soviet  Union ,  266  375 

Spain 313  321 

Sri  Lanka 0  3 

St.  Vincent/Grenadines 0  0 

Swaziland 0  1 

Sweden 1,262  1.192 

Switzerland  2,158  2,055 

Syria 1  1 

Tanzania 0  0 

Thailand 9  13 

Trinidad  &  Tobago 3  0 

Tunisia 2  1 

Turkey 6  6 

Uganda  0  0 

Ukraine 0  0 

United  Arab  Emirates 4  4 

United  Kingdom 5,323  5,329 

Uruguay 5  3 

Uzbekistan 0  0 

Venezuela 32  44 

Yugoslavia 41  41 


105 

116 

103 

1 

0 

1 

2 

1 

6 

169 

198 

198 

1 

1 

0 

0 

5 

0 

3 

1 

0 

5 

3 

5 

12 

10 

6 

14 

17 

24 

3 

9 

12 

1 

2 

2 

0 

12 

115 

11 

14 

17 

1 

0 

0 

68 

76 

1   100 

0 

5 

I         24 

0 

0 

0 

185 

203 

228 

.  188 

165 

|   285 

314 

316 

2 

0 

1 

0 
0 

0 

1 

1 
0 

1,200 

1,066 

1,162 

1.953 

1,839 

1,937 

0 

0 

1 

1 

0 

0 

9 

24 

13 

2 

2 

3 

0 

3 

0 

3 

1 

4 

0 

0 

1 

0 

0 

18 

1 

2 

0 

4,741 

4,541 

4,505 

2 

3 

9 

0 

1 

1 

46 

58 

30 

35 

38 

11 
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Table  15  continued 

UNITED  STATES  PATENT  APPLICATIONS  FILED  BY 

RESIDENTS  OF  FOREIGN  COUNTRIES 

(FY  1989-  1993)1 

Residence                                                         1989               1990               1991               1992  1993 

Zaire 0                    i                    0  fj                    0 

Zimbabwe 12                    2  3                    1 

Other3 "            1                    6                    2  3                    8 

Total 73,717            76,902            77,729           79,875  78015 

Data  include  utility,  design,  plant,  and  reissue  applications    Country  listings  include  possessions  and  territories  ol  tnat  country  unless 
separately  listed  m  the  table 

Germany  now  includes  applications  filed  by  residents  ol  the  terntory  which  poor  to  Octoc-'  3.  1990.  was  the  Democratic  Republic  ol 
Germany 

No  country  indicated  in  database. 

Table  16 

PATENTS  ISSUED  BY  THE  UNITED  STATES  TO 

RESIDENTS  OF  FOREIGN  COUNTRIES 

(FY  1990-  1993)1 

Residence                                                     1990                        1991                        1992  1993 

Andorra 0                            0                            0  i 

Antigua  &  Barbuda 0                             10  0 

Argentina 15                           17                          21  30 

Australia 534                         550                        550  433 

Austria 421                         367                        424  320 

Bahamas 3                            7                            2  4 

Barbados 1                           0                           1  0 

Belgium  340                        356                        382  351 

Belize 0                           10  0 

Brazil 38                          61                           55  58 

British  Virgin  Islands 0                             1                             1  1 

Bulgaria 23                           17                            4  5 

Canada 2,061                      2,184                      2,311  2,198 

Cayman  Islands 114  0 

Chile 3                            5                            6  11 

China  (Mainland) 45                          48                          50  58 

China  (Taiwan) 807                      1,000                      1,195  1,453 

Colombia  6                            2                            5  8 

Costa  Rica 115  3 

Cuba 0                            0                            0  1 

Cyprus 2                             10  1 

Czechoslovakia 43                          33                          18  17 

Denmark 210                        280                        263  288 

Dominican  Republic 0  2  10 

Ecuador 2                            3                            0  1 

Egypt 3                          13  1 

Finland ?98                          332                          368  328 

France 3.032                      3,095                     3,332  3,165 

Germany,  Dem.  Rep.  of2 38 

Germany,  Fed.  Rep.  of2 7,727                      7,548                      7,960  7.172 

Greece 12                           11                           10  7 
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Table  16  continued 
PATENTS  ISSUED  BY  THE  UNITED  STATES 
RESIDENTS  OF  FOREIGN  COUNTRIES 

(FY  1990-  1993) 1 

Residence  1990  1991 

Guatemala 1  2 

Guyana  0  1 

Haiti 0  0 

Honduras 1  0 

H-ngKong 134  209 

Hungary 100  87 

Iceland 5  0 

India 18  28 

Indonesia 5  1 

Iran 2  2 

Ireland 75  49 

Israel  315  304 

Italy  1.460  1.379 

Jamaica 0  2 

Japan 20,170  21,464 

Jordan 1  0 

Kenya 0  1 

Korea,  Dem.  Peoples  Rep.  of 3  2 

Korea,  Rep.  of 236  413 

Kuwait 2  0 

Lebanon 1  1 

Liechtenstein 16  13 

Luxembourg 30  42 

Malaysia 6  10 

Malta  0  0 

Mauritius 0  0 

Mexico 30  44 

Monaco 6  6 

Morocco 2  0 

Netherlands 1.049  1,043 

Netherlands  Antilles 0  1 

New  Zealand 70  49 

Nicaragua 0  0 

Nigeria 0  1 

Norway 122  111 

Oman 0  0 

Pakistan 0  0 

Panama 2  1 

Paraguay 1  1 

Peru 6  2 

Philippines 5  9 

Poland 13  10 

Portugal 9  9 


TO 


1992 


1993 


3 

1 

1 

0 

0 

0 

0 

1 

169 

174 

84 

78 

5 

4 

23 

21 

6 

7 

1 

1 

61 

63 

377 

358 

1,455 

1,452 

1 

0 

23,481 

22,942 

1 

0 

1 

3 

0 

1 

543 

789 

2 

2 

1 

1 

11 

14 

36 

37 

8 

22 

0 

2 

1 

1 

44 

44 

6 

6 

1 

1 

1,019 

961 

1 

0 

58 

50 

0 

1 

2 

0 

120 

120 

0 

1 

1 

0 

1 

1 

0 

0 

4 

2 

10 

6 

8 

7 

9 

2 
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Table  16  continued 

PATENTS  ISSUED  BY  THE  UNITED  STATES  TO 

RESIDENTS  OF  FOREIGN  COUNTRIES 

(FY  1990-  1993)1 

Residence  1990  1991  1992 

Romania 1  1  0 

Russian  Federation 0  0  0 

Saudi  Arabia 6  7  7 

Senegal 0  0  1 

Singapore 21  24  23 

Slovenia 0  0  0 

South  Africa 121  114  113 

Soviet  Union 162  194  89 

Spain 147  159  177 

Sri  Lanka 0  0  2 

Sweden  840  843  747 

Switzerland 1,342  1,384  1,369 

Tanzania 0  0  0 

Thailand 1  3  1 

Tnnidad  &  Tobago 0  1  3 

Tunisia 0  0  1 

Turkey 2  2  4 

United  Arab  Emirates 12  1 

United  Kingdom 2,947  2,976  2,856 

Uruguay 4  0  2 

Venezuela  21  21  28 

Yugoslavia 24  27  20 

Zimbabwe 0  0  1 

Totals  45,201  46,978  49,968 


1993 


2 
2 
4 
0 

46 
1 

89 

68 

160 

3 

743 

1.193 

1 

12 
0 
0 
0 

1 

2.463 

0 

28 

20 

1 


47.927 


Dala  include  utility  design,  plant,  and  reissue  patents    Country  listings  include  possessions  and  terntones  ol  that  country  unless 
separately  listed  m  the  table. 
2  Germany  now  includes  patents  granted  to  residents  ol  the  territory  which  pnor  to  October  3.  1990  was  the  Democratic  Republic  ol  Germany 
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Table  19 

SUMMARY  OF  TRADEMARK  EXAMINING  ACTIVITIES 

(FY  1987-  1993) 

item  1987            HJali  1989  T990  1991  ?992  1993 

Applications  lor  Registration  Filed 70.002  76.813  83,169  127.294  120,365  125.237  139,735 

Disposal  of  Trademark  Applications: 

Applications  Maturing  to  53,884  52.461  58,599  63,924  '49,810  69.691  86,122 

Registration 

Applications  Abandoned 13,175  13.647  15,097  17.210  20,721  26.435  40,752 

Trademark  First  Actions 69,165  79.425  79,382  92.612  134.98b  136.047  131,191 

Applications  Approved  for  Publication 55,342  61,656  65,178  76.355  95,757  110,940  94,161 

Certificates  of  Registration  Issued:1 

1946  Act  Principal  Register 45,600  45.090  49,744  54.178  39,398  49.404  54,937 

Principal  Register 

ITU-Statements  of  Use  rVa  n/a  n/a  0  2,397  10,345  17,174 

1946  Act  Supplemental  Register 1,922  1.614  2,058  2.337  1,357  2.318  2,238 

Total 47,522  46.704  51,802  56,515  43,152  62.067  74,349 

Renewal  of  Registration: 

Applications  Filed 5,871  6.763  6.127  6.602  5,634  6,355  7,173 

Applications  Abandoned 41  23  86  68  86  90  122 

Registrations  Renewed 4,415  5,884  9,209  7.122  6,416  5,733  6,182 

Affidavits,  Sec.  8: 

Affidavits  Filed 16.644  18,316  17,986  20.636  25,763  20.982  21,999 

Affidavits  Disposed 10,130  18,699  17,290  19.630  20,869  23.186  19.279 

Affidavits  tor  Benefits  Under  Sec.  12(c) 

Affidavits  Filed 34  23  104  5  1  25  5 

Affidavits  Abandoned 0  0  0  0  0  0  0 

Published  Under  Sec.  12(c) 24  29  84  19  19  13  21 

Amendments  to  Allege  Use  Filed n/a  n/a  n/a  747  3,259  3,255  3,138 

Statements  of  Use  File n/a  n/a  n/a  113  6,773  14,275  25,837 

Notice  of  Allowance  Issued n/a  n/a  rVa  2,380  23,602  42,432  53,053 

Pendency  Time  of  Average 
Trademark  Application: 

Between  Filing  and  Examiner's 
First  Action2  (All 

Applications)  3.2  2.5  2.8  4.8  4.3  3  1  4 

Between  Filing  and  Registration,  or 
Abandonment2  (Use 

Applications  Only) 13  13.3  13.8  15.3  16.7  15.1  14.4 

Between  Filing  and  Issuing  a 
Notice  of  Allowance2 
(Intent-to-Use  Applications 

Only) n/a  n/a  n/a  n/a  13.3  13.8  13 

Total  Active  Certificates  of  Registration 

(as  of  9/30/92) n/a n/a n/a       675.913       690,745       834.858       712,000 

1  With  the  exception  ot  Certificates  ol  Registration.  Renewal  of  Registration.  Affidavits  filed  under  sections  8  and  12(c).  the  workload  count  includes 

extra  classes 

2  Average  pendency  time  m  months 
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Table  20 

TRADEMARK  APPLICATIONS  FILED  FOR  REGISTRATION 

AND  RENEWAL  AND  TRADEMARK  AFFIDAVITS  FILED 

(FY  1974-  1993) 

Year                                    For                          For  Section  8 

Registration               Renewal  Affidavit 

1974 34,193                    5,633  13,259 

1975 33,898                     5,687  14,644 

19761 37.074                     6,833  15,665 

19771 44.539                      5,854  13,463 

1978 50,106                     5,567  13,351 

1979 50,672                    5,623  13,864 

1980 52,149                    5,892  13,633 

1981 55,152                     5,693  17,071 

1982 73,621                     5,760  15,068 

1983 51.014                     5,438  12,544 

1984 61,480                     5,926  13,519. 

1985 64,677                     5,275  8,823 

1986 69,253                     5,660  8,519 

1987 70,002                     5,871  16,644 

1988 76,813                     6,763  18,316 

1989 83.169                     6,127  17,986 

1990 127.294                     6,602  20,636 

1991 120,365                     5,634  25,763 

1992 125,237                     6,355  20,982 

1993 139,735 7,173 21,999 

1  The  transition  Quarter,  July  1, 1976,  to  September  30,  1976,,  has  been  omitted. 


Sec.  12(c) 
Affidavit 


55 
29 
24 
30 
77 
10 
85 
40 
55 
46 

5 
29 
19 
34 
23 
104 

5 

1 
25 

5 
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Appendix  5.— Cost  Analyses  and  Schedule  Data  Extracted 
From  a  General  Accounting  Office  Report,  "Patent  and 
Trademark  Office,  Key  Processes  for  Managing  Automated 
Patent  System  Development  Are  Weak,"  September  1993 
GAO/AIMD-93-95 


Appendix  II 


Spending  Plans  for  APS  Projects  Through 
Fiscal  Year  2002 


APS  Projtct 

Amount  Spent 
FY  1983-1993 

(in  millions) 

Amount  Planned 

to  be  Spent  FY 

1994-2002 

(in  millions) 

Total  Cost 
Estimate  FY 

1983-200: 
(In  millions) 

Classified  image  Searcn  ana 
Retrieval  System 

S204  670 

$178  129 

$382  799 

General  oeveiooment  activities 

$99  833 

$126  813 

$226  646 

General  ooeranons 

$85  356 

$115  642 

$200  998 

Patent  Aooncation  Management 
System 

$5  907 

$74  192 

$80  099 

loca  Area  Network 

$20  096 

$33  050 

$53  146 

Tex:  Searcn 
Sys:em« 

$39  830 

$8  386 

$48  216 

Ree~g:neenngc 

$15  824 

$22  750 

$38  574 

Patent  ana  Traoemark  Copy 
Saies  Svstem 

$5  174 

$5  951 

$11  125 

Misceaieous 

$950 

$7  702 

$8  652 

Classification  Data  System 

$020 

$3  640 

$3  660 

Total  lor  APS  Program 

$477,660 

$576,255 

$1,053,915 

*  Te»i  Searcn  System  includes  costs  associates  wiin  providing  puOnc  access  to  text 

D  Reengneenng  activities  continue  inrougnout  tnis  evolutionary  system  oeveiooment 
sucn  activities  as  systemwide  engineering  ana  system  arcniteciu'e  studies 


searcn 
ana  include 
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Appendix  III 


History  of  APS  Cost  and  Schedule  Estimates 


Date  and  Source  of 

Estimate 


Time  to 

Estimated    Develop 

Date  of  and 

Deployment"      Deploy 


Life- 
Cycle        27-year  20-year 
Cost          Cost  Cost 
Estimate  Estimate  Estimate 
(1983-        (1983-  (1983- 
2002)         2009)  2002) 


1983.  1st  Master  Pian 

19i»o 

8  years 

$1  170 
million 

1987  3rd  Master  Plan 

1991 

9  years 

$1  033 
million 

1990  Decision  Paper 

1996 

14  years 

$1  317= 

1992  Cost  Baseline  ana 
Official  APS  Scneduie 

1997 

15  years 

$972 

million 

1993  Cost  Baseline  and 
Official  APS  Scneduie 

1997 

1 5  years 

$1,054 
million 

Note  Costs  are  m  constant  1992  collars 

■These  are  the  Sales  Dy  which  all  APS  subsystems  will  be  deployed  The  Text  Search  suEsvstem 
has  been  depioyea  since  1987.  the  CSIR  suosystem  was  deployed  to  a  lounn  examining  group 
ana.  with  limited  patent  availability,  to  remaining  examiners  and  the  public  m  1993 

0  Actual  dollars  spent  mrougn  1989  plus  PTO's  esnmate  lor  1990-2009  in  constant  1992  dciiars 
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Appondix  IV 


APS  Official  Schedule  Commitments 


Major  Milestones 

Current  APS 
Schedule  (reflects 
1994 

Congressional 
budget) 

Text  Search  replacement  deployed 

DySeptemDer   1996 

CSIR  deployed  in  snared  environment 

Dy  SeptemDer   1995 

Complete  loading  U  S  patents  on  Rapid  Access  Devices 

DySeptemoer   1995 

Complete  loading  67  percent  ol  foreign  images 

DySeptemoer   1998 

Complete  u  S  and  foreign  image  data  load 

Dy  Septemoer  2000 

CDS  fully  deployed 

Dy  Septemoer   1997 

PTCS  fully  deployed 

Dy  SeptemDer  1994 

PAM  fully  deployed 

DySeptemoer   1997 

PAM  mteorated  into  APS 

DySeptemDer   1998 
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Appendix  6.— Statement  of  Dr.  Ken  Fox,  CEO,  Pillco, 

June  16,  1994 


Thank  you  Mr.  Chairman  for  allowing  me  to  present  some  testimony  to  the 
Intellectual  Property  and  Judicial  Administration  Subcommittee  regarding  matters 
related  to  the  U.S.  Patent  and  Trademark  Office. 

PILLCO,  of  which  I  am  CEO,  holds  the  key  patenis  in  the  United  States  and  in 
some  foreign  countries  related  to  laser  angioplasty,  a  leading  edge  medical 
technology.  This  new  laser  angioplasty  treatment  method  utilizes  a  pulsed 
ultraviolet  excimer  laser.  The  procedure  is  FDA-approved,  and  these  new  pulsed 
lasers  are  used  to  vaporize  atherosclerotic  plaque.   It  is  highly  effective  on  both 
very  difficult  and  very  typical  blockages  in  its  restoration  of  normal  blood  flow  to 
arteries  of  the  heart.  The  fact  that  ours  is  a  pulsed  laser  --  which  utilizes  carefully 
selected  energy  parameters  --  permits  the  physician  to  vaporize  plaque  without 
thermal  harm  to  surrounding  arterial  tissue.  Needless  to  say,  this  innovative 
method  is  a  revolutionary  approach  to  cardiac  disease  mitigation. 

The  FDA  approved  these  technologies  for  commercial  use  in  1992  after  many 
years  of  evaluation.    Dr.  A  Arthur  Coster  and  I  began  working  on  these  advances 
in  the  late  seventies,  and  I  can  tell  you  without  bias  today  that  the  list  of  difficulties 
in  bringing  this  technology  to  fruition  in  American  hospitals  for  human  benefit 
would  easily,  as  a  popular  song  once  noted,  fill  the  entire  Royal  Albert  Hall.  The 
net  benefit  of  lasers  for  the  advancement  of  human  health  care  has  been  significant. 
Needless  to  say,  any  changes  to  our  health  care  system  should  address  the  dual 
matter  of  bringing  life  saving  and  quality-enhancing  technologies  safely  and 
efficiently  to  the  marketplace  in  its  opening  legislative  clauses. 

The  issue  which  brings  me  before  the  Subcommittee  today  during  oversight 
hearings  on  the  Patent  and  Trademark  Office  is  a  patent  term  extension  matter.  On 
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September  20,  1993,  the  U.S.  Patent  and  Trademark  Office  (PTO)  denied  the 
application  for  patent  extension  by  Pillco.  The  reasoning  was  because  Pillco  was 
"not  associated  with  the  regulatory  review  that  led  to  FDA  approval  ...  of  the 
approved  product."  Please  see  the  attached  PTO  decision;   In  re  Pillco  Limited 
Partnership.  Request  For  Patent  Term  Extension  Under  35  USC  1 56,  Order  to 
Show  Cause. 

Pillco  is  a  non-manufacturing  owner  of  a  patent  assigned  to  it  by  two  private 
inventors  who  invested  many  years  and  their  own  money  developing  and  patenting 
an  important  invention  that  makes  the  laser  angioplasty  procedure  as  effective  as  it 
is  today.  After  more  than  ten  years  of  research  and  proceedings  in  the  PTO,  a 
patent  for  our  apparatus  was  finally  issued  on  July  18,  1989. 

In  May  1989,  The  Spectranetics  Corporation,  a  manufacturer  of  medical  laser 
equipment  and  unrelated  to  Pillco  at  the  time,  began  clinical  trials  on  human 
subjects  using  an  apparatus  that  infringed  Pillco's  patent.  Because  Spectranetics 
was  making  and  selling  infringing  apparatus  to  hospitals  and  clinical  investigators 
during  a  regulatory  review  period  for  purposes  of  obtaining  FDA  approval  of  the 
apparatus,  it  was  exempt  under  35  USC  271(eXD  from  paying  Pillco  any  royalties 
or  from  a  patent  infringement  suit  by  Pillco.  That  exemption  lasted  for  more  than 
three  and  a  half  years;  i.e.,  from  July  18,  1989  when  Pillco's  patent  issued,  until 
February  19,  1993  when  Spectranetics'  apparatus  was  finally  approved  by  the 
FDA.  On  February  1,  1993,  just  days  before  Spectranetics  obtained  the  FDA 
approval  for  its  apparatus  that  would  have  then  subjected  it  to  a  patent 
infringement  suit  by  Pillco,  it  entered  into  a  licensee  agreement  with  Pillco.  On 
March  31,  1993,  when  Pillco  applied  for  an  extension  of  the  term  of  its  patent, 
Spectranetics  was  a  licensee  under  Pillco's  patent. 

Notwithstanding  the  facts  (1)  that  Pillco  effectively  lost  the  benefit  of  the  first 
three  and  a  half  years  of  its  patent  term;  (2)  that  it  was  otherwise  eligible  for  a 
patent  term  extension  under  35  USC  156(a)  and  (d);  and  (3)  that  Spectranetics  was 
a  licensee  at  the  time  Pillco  applied  for  a  patent  term  extension,  the  PTO  denied  the 
requested  patent  term  extension  that  would  have  amounted  to  an  extension  of  less 
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than  one  and  a  half  years.  Denial  of  a  patent  term  extension  to  small,  non- 
manufacturing  patent  owners  and  private  inventors  discourages  innovation.  An 
important  and  primary  purpose  of  35  USC  156  was  to  give  back  to  the  patent 
owner  something  it  lost  during  the  regulatory  review  process,  namely,  the  ability  to 
fully  exploit  its  patent1    It  is  illogical  and  unfair  to  deny  a  patent  owner,  such  as 
Pillco,  any  benefit  of  its  patent  during  a  regulatory  review  period  and  then  refuse  to 
grant  it  a  patent  term  extension  so  that  it  might  recoup  some  of  its  loss. 

Mr.  Hughes,  I  very  much  appreciate  the  opportunity  to  have  presented  this 
matter  to  the  Subcommittee.  Hopefully,  your  Subcommittee  will  be  able  to 
appropriately  address  these  inequities  in  our  patent  law.  The  present  situation 
adversely  affects  the  small  inventor  and  truly  inhibits  technological  innovation. 

Thank  you. 


The  legislative  history  of  35  USC  156  suggests  that  a  patent  owner  who  is  adversely  affected 
by  the  interference  of  his  patent  rights  by  35  USC  271  (e)(  1 )  will  receive  a  benefit  from 
the  legislation  in  the  form  of  a  patent  term  extension    See  1984  U.S.  Code  Cong  &  Admin 
New  2647,  2714  n   20  (House  Rep.  No.  98-857,  Part  II)    Under  the  PTO  interpretation 
of  35  USC  1  56,  no  benefit  is  possible  for  a  non-manufacturing  private  inventor  or  small 
business  like  Pillco. 


90 


UNITED  STATES  PATENT  AND  TRADEMARK  OFFICE 
BEFORE  THE  COMMISSIONER  OF  PATENTS  AND  TRADEMARKS 


In  re  PiUco  Limited  Partnership  REQUEST  FOR  P  VTENT  TERM 

:  EXTENSION  UNDER  35  U.S.C.  §156 

DOCKETED  j£g      ATTORNEY  &£*_  .  ORDER  TO  SHOW  CAUSE 

C.ASF         (T"aW  . 

DLJFDATF      C-CtsUi  gg   ££Q 

ArTinN   r£c\f<c  To  s'tfotv  rfirfz  l^A/ 

An  appliciaon  for  extension  of  the  term  of  U.S.  Patent  No.  4.848,336  was  filed  under 
35  USC  §  156  in  the  Patent  and  Trademark  Office  (PTO)  on  March  31,  1993.  The  application  was 
filed  by  the  assignee  of  record  Pillco  Limited  Partnership  (Pillco).  An  extension  of  the  patent  is 
sought  on  the  basis  of  a  premarket  approval  application  approved  by  the  Food  and  Drug 
Administration  (FDA)  for  a  medical  device  known  as  the  CVX-300  Excimer  Laser  Angioplasty 
System.  The  approval  of  the  product  before  the  FDA  was  obtained  by  another  parry, 
Spectranerics  Corporation  (Spectranetics),  the  marketing  applicant 

The  application  raises  the  question  of  whether  Pillco  is  eligible  to  file  an  application  for  patent  term 
extension  based  on  a  regulatory  review  conducted  by  another  party  Spectranetics  (the  marketing 
applicant)  wherein  Pillco  was  not  associated  with  the  regulatory  review  that  lead  to  FDA  approval 
for  commercial  marketing  of  the  approved  product.  In  view  of  the  circumstances  of  this  case, 
Pillco  is  hereby  given  an  order  to  show  cause  why  the  patent  should  not  be  denied  eligibility  under 
35  USC  §  156. 

The  application  states  that  the  patent  claims  an  approved  product  which  was  subject  to  regulatory 
review  under  section  515  of  the  Federal  Food,  Drug  and  Cosmetic  Act.  The  application  further 
states  the  FDA  approval  for  the  product  upon  which  the  application  for  extension  is  based  was 
obtained  by  another  party,  the  marketing  applicant  Spectranetics.  While  the  application  does  not 
so  state,  it  does  not  appear  that  Pillco  participated  in  or  was  associated  in  any  manner  with  the 
regulatory  review  that  led  to  FDA  approval  for  commercial  marketing  of  the  product  Pillco 
should  address  and  clarify  the  extent,  if  any,  it  participated  in  the  regulatory  review. 
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It  appears  that  Pillco's  application  for  patent  term  extension  should  be  denied  on  the  ground  that 
Pillco  is  not  eligible,  under  the  statute,  to  file  the  present  application  for  extension  and  obtain  an 
extension  of  the  patent  term.  Paragraph  (3)  of  subsection  (a)  of  35  USC  §  156  describes  a 
condition  necessary  to  obtain  an  extension  of  a  patent: 

(a)    The  term  of  a  patent  which  claims  a  product . . .  shall  be  extended  in  accordance 
with  this  section  from  the  original  expiration  date  of  the  patent  if . . . 

(3)   an  application  for  extension  is  submitted  bv  the  owner  of  record  of  the 
patent  or  its  agent  and  in  accordance  with  the  requirements  of 
subsection  (d);  . . .  [Emphasis  added.] 

Thus,  only  the  owner  or  its  agent  may  be  an  applicant  for  an  extension  of  the  patent  term.  Section 
156(d)(1)  reemphasizes  this  by  requiring  that  the  owner  or  its  agent  must  apply  for  the  extension: 

(d)(1)      To  obtain  an  extension  of  the  term  of  a  patent  under  this  section,  the  owner 
of  record  of  the  patent  or  its  agent  shall  submit  an  application  to  the 
Commissioner  . . .  [Emphasis  added.] 

In  determining  eligibility  for  and  the  length  of  any  extension,  the  activities  of  "the  applicant" 
during  the  regulatory  review  are  made  relevant  by  the  statute.  Thus,  subparagraph  156(d)(1)(D) 
describes  a  requirement  of  an  application  for  extension: 

The  application  shall  contain-  ... 

(D)  a  brief  description  of  the  activities  undertaken  bv  the  applicant  during  the 
applicable  regulatory  review  period  with  respect  to  the  approved  product 
and  the  significant  dates  applicable  to  such  activities;  ...  [Emphasis 
added.] 

The  phrase  "the  applicant"  in  subparagraph  (D)  is  clearly  a  reference  to  the  applicant  for  extension 
(Pillco).  The  only  antecedent  for  the  phrase  in  subsection  (d)  is  a  reference  to  the  only  parties 
who  may  be  an  applicant,  "the  owner  of  record  of  the  patent  or  its  agent"  in  paragraph  (d)(  1 ). 

Under  the  subsection  (c)  of  the  statute,  the  length  of  any  extension  is  dependent  on  a  variety  of 
factors.  One  factor  is  diligence  in  obtaining  the  approval.  The  length  of  the  extension  is  reduced 
by  any  period  in  which  there  was  a  lack  of  diligence  during  the  approval  process.  Thus, 
subsection  (c)  provides: 
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(c)    The  term  of  a  patent  eligible  tor  extension  under  subsection  (a)  shall  be 
extended  bv  the  time  equal  to  the  regulatory  review  for  die  approved  product 
which  period  occurs  after  die  date  the  patent  is  issued,  except  that  - 

(1 )   each  period  of  the  regulatory  review  period  shall  be  reduced  by  any  period 
determined  under  subsection  (d)(2)(B)  during  which  the  applicant  for  the 
patent  extension  did  not  act  with  due  diligence  during  such  period  of  the 
regulatory  review  period;  ...  [Emphasis  added. ) 

Pursuant  to  subparagraph  (d)(2)(B)  any  interested  party  may  ask  the  appropriate  Secretary  to 
make  «  determination  as  to  whether  "the  applicant"  acted  with  diligence  during  the  regulatory 
review  period.  While  subsection  (d)(2)(B)  does  not  include  the  phrase  "for  the  patent  extension," 
the  reference  in  paragraph  (c)(1)  to  subparagraph  (d)(2)(B)  indicates  that  the  phrase  "the 
applicant"  means  "the  applicant  for  extension." 

The  legislative  history  clearly  shows  that  Congress  intended  the  extension  applicant  to  also  be  the 
marketing  applicant  The  House  Report  when  addressing  proposed  section  156(d)(1),  which 
section  requires  the  patent  owner  to  be  the  applicant  for  extension,  states: 

Proposed  section  156(d)  sets  forth  procedures  for  applying  for  an  extension.  To 
obtain  an  extension,  subsection  (d)(1)  requires  the  patent  owner  or  its  agent  submit 
an  application  to  die  Commissioner  of  Patents  and  Trademarks  within  60  days  of 
approval  of  the  approved  product  The  application  shall  contain  the  following 
information: . . .  (F)  a  brief  description  of  the  activities  undertaken  bv  the  applicant 
during  the  regulatory  review  period  with  respect  to  the  approved  product  and  when; 
. . .    [Emphasis  added.] 

H.  R.  Rep.  No.  98-857,  Pan  II,  98th  Cong.  2d  Sess.  (1984),  reprinted  in  1984  U.S.  Code 
Cong.  &  Admin.  News  2647,  2707. 

As  noted  above,  subsection  (c)  specifically  requires  the  extension  applicant  (patent  owner  or  its 
agent)  to  be  the  marketing  applicant.  The  House  Report  when  addressing  proposed  subsection 
156(c)(1)  states  at  23, 1984  U.S.  Code  Cong.  &  Admin.  News,  2647,  2707: 

Proposed  section  156(c)  prescribes  the  manner  by  which  the  length  of  the  period  of 
extension  is  determined.  Generally,  the  length  of  the  extension  will  coincide  with 
the  length  of  the  regulatory  review  period  in  which  the  approved  product  was 
approved.  The  latter,  however,  shall  be  reduced  for  several  reasons.  First,  each 
phase  of  the  regulatory  review  period  is  reduced  by  any  time  that  the  applicant  for 
extension  did  not  act  with  due  diligence  during  that  phase.  See  (d)(2)(B),  infra. 
[Emphasis  added.] 
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When  addressing  proposed  subsection  156  (d)(2)(B).  the  House  Report  states  at  24,  1984  U.S. 
Code  Cong.  &.  Admin.  News,  2647,  2708: 

Subsection  (d)(2)(B)  authorizes  any  interested  person  to  pennon  the  Secretary  for  a 
determination  regarding  whether  the  applicant  for  an  extension  acted  with  due 
diligence  during  the  regulatory  review  period  of  the  approved  drug  (emphasis 
added). 

Thus,  the  activities  made  relevant  by  the  statute,  are  those  of  the  applicant  for  the  extension,  i.e., 
the  patent  owner  or  its  agent.  The  "brief  description  of  the  acavities  undertaken  by  the  applicant 
during  the  applicable  regulatory  review  period"  required  by  5  156(d)(1)(D)  are  the  activities  of  the 
patent  owner  or  its  agent  Similarly,  the  activities  which  may  result  in  a  reduction  of  the  term  of 
the  extension  are  those  of  the  applicant  for  the  extension,  the  patent  owner  or  its  agent. 

One  principal  underlying  purpose  of  the  statute  is  to  encourage  research  and  development  of  new 
products  by  permitting  the  patent  owner  to  recoup  some  of  the  time  lost  on  the  life  of  the  patent 
while  pre-marketing  approval  of  the  product  was  obtained.  The  House  Report  states  at  32,  1984 
U.S.  Code  Cong.  &  Admin.  News  at  2716: 

Title  II  of  this  bill  would  extend  the  amount  of  time  for  which  certain  patents  are 
issued  to  include  some  or  all  of  the  time  required  for  a  manufacturer  to  test  a  product 
for  safety  and  efficacy  and  to  receive  market  approval.  [Emphasis  added.] 

WTien  addressing  the  Summary  of  the  statute,  the  House  Report  states  at  6, 1984  U.S.  Code 
Cong.  &  Admin.  News,  2647,  2690: 

In  general,  the  bill  provides  that  a  patent  may  be  extended  for  a  period  of  up  to  five 
years  if  the  patented  drug  (or  other  item  subject  to  regulatory  review  by  the  FDA)  has 
undergone  regulatory  review.  The  bill  provides  several  general  rules  for  calculating 
the  period  of  the  extension. . . .  Finally,  any  pan  or  all  of  the  patent  extension  may  be 
cancelled  if  the  applicant  for  an  extension  failed  to  act  with  due  diligence  in 
conducting  tests  or  in  the  submission  of  data  to  the  FDA.  [Emphasis  added.] 


It  is  apparent  that  Congress  intended  to  provide  partial  compensation  to  the  patent  owner  for  the 
time  and  expense  of  the  FDA  marketing  approval  incurred  by  the  patent  owner  or  by  an 
appropriate  marketing  applicant;  not  to  reward  a  patent  owner  for  the  regulatory  review  efforts  of  a 
third  party  where  the  third  party  does  not  authorize  the  filing  of  the  application  for  extension. 
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Manifestly,  the  applicant  for  the  extension  and  the  marketing  applicant  do  not  have  to  be  the  same. 
However,  one  party  must  be  the  agent  of  the  other.  The  activities  of  a  totaJly  unrelated  party  are 
of  no  concern  under  the  statute.  "Agent"  as  used  in  §  156  is  given  its  ordinary  meaning  of  one 
authorized  to  act  on  behalf  of  another.  Pillco  should  address  and  clarify  whether  the  marketing 
applicant  obtained  the  approval  of  the  product  as  the  agent  of  the  patent  owner. 

In  view  of  all  of  the  above,  it  appears  that  the  application  for  patent  term  extension  noes  not 
comply  with  the  "applicant"  requirements  of  section  156(a)(3). 


ORDER 


/P/v 

Applicant  is  hereby  given  ONE  (1)  MONTH  from  the  date  of  this  order  to  show  cause  why  the 
PTO  should  not  issue  a  decision  denying  the  application  for  patent  term  extension  on  the  ground 
the  application  is  improper  because  it  is  not  submitted  in  accordance  with  the  requirements  of 
subsection  (d).  The  provisions  of  37  CFR  §  1.136(a)  do  not  apply  to  the  one  month  time  period. 

Any  response  should  be  directed  to: 


Commissioner  of  Patents  and  Trademarks 
Washington,  D.C.  20231 

Attention:   Charles  E.  Van  Hom 

Patent  Policy  &  Projects  Administrator 

Office  of  the  Assistant  Commissioner  for  Patents 
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SlIMMARY  OF  REQUIREMENTS 


This  decision  contains  the  following  requirements: 

1.  Pillco's  participation  in  the  regulatory  review  -  page  1. 

2.  Pillco's  relationship  to  the  marketing  applicant  -  page  5. 

3.  Order  to  show  cause  -  page  5. 
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